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SUMMARY OF MEMORANDUM ON FEDERAL-STATE FINANCIAL 
RELATIONS IN AUSTRALIA. 
1. Financial provisions of the Constitution 

The Commonwealth of Australia Act 1901 provided for goneral 
subsidies by the Commonwealth to the states for a poriod of at 
icast ten years, for spccial subsidies to individual states at 
the discretion of the Commonwealth Parliament (see section 6 
hereof) and for tho assumption of state debt by the Commonwealth 
(by agreement between governments) as a means not of rolicving 
state financesbut of consolidating and simplifying the country's 
public debt structure; for the important anendment of 1928 with 
respect to this latter subject, see section 7 hereof. 

The provisionsfor general subsidies were contained in 
sections 87, 89, 90, 95 and 94 of the Constitution, and guaranteed 
tO the states all surplus revenue of the Commonwealth from 1901 
moO L910; to ensure that there would be surplus revenue, the 
Commonwealth was required to return to the states, during this 
period, not less than threc-quarters of its net revenue from 
customs and excise duties. These were the only federal taxes 
prior to 1910, and had been the chief source of tax revenue for 


the states prior to federation. 


2. Commonwealth and State finance 1901-10 

It is clear that the subsidy~system was the most important 
feature of federal-statc financial relations in the early years 
after union. The subsidy represented over three-quarters of 
Commonwealth tax receipts, and was as great as all other revenue 
of the states exclusive of receipts of railways and other 
publicly owned business undertakings. 

This reliance of the states upon a share of federal revenues 
did not change. In the fiscal year 1901-2 the Commonwealth 
payment amounted to 42% of state expenditures (excluding operating 


expenses of railways, etc.) and in 1909-10 the ratio was 44% 
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a, 
Under the Constitution, the Commonwealth had necessarily 
been given the chief source of government revenue, but its 
responsibilities, prior to the War, were small. The states had 
by 1901 reached a stage of development much in advance of that 
of the constituents of other federal nations at the time of 
their federation. Most of the functions and responsibilities 
Which attached to the Australian colonies in 1901 were retained 
by the states after federation. It is not surprising that, in 
such circumstances, state finances should be dependent upon the 


Commonwealth as a major source of revemuc. 


When the period of guarantced subsidy came to an ond, 
Commonwealth ‘authorities were not prepared to continue with 
payments of the same size, or calculated in the same manner. 
After much discussion, a new system was agreed to by all parties, 
providing for an annual subsidy to each state of 25 shillings per 
head of population. It was intended to give security to the 
states by including this arrangement in the constitution, but 
the amendment was rejected on referendum in 1909. Further refer- 
enda in 1911 on amendments designed to increase the powers and 
responsibilities of the Commonwealth were likewise rejected. 

The states were thus left with unabated expenditures and no 
assurance of sufficient revenues. They became dependent upon 
the willingness of the Commonwealth to give them sufficicnt 
money each year to prevent financial collapse, which was other- 
Wise inevitable. In 1910 the Commonwealth Parliament met the 
situation by enacting a Surplus Revenue Act whereby the states 
received the same annual subsidy as had been intended to be 
provided under the unsuccessful amendment to the constitution. 


This system continucd unchanged until 1927. 


4. State finances under the per capita subsidy, 1910-27. 
The new subsidy was substantially smaller than the old, 


and state finances immediately reflected the change, surpluses 
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in 1901-1910 giving placc to deficits from 1910 to 1927. In only 
two years during the lattcr period did the states as a group 

show &@ surplus. For the period 1910-27 as a whole, aggregate not 
deficits of the states were £15.5 million; subsidies and special 
grants fron the Commonwealth anounted to 4114.5 million, so it 
appears that the states’! own sources of revenue under the consti- 
tution were less than their cxpenditures by £150 million, or an 
average of about 47,645,000 per annun. 

The per capita subsidy might have worked satisfactorily 
but for the cffects of tho War. Tho great rise in prices re- 
sulting from the effects of war expenditures in the western world 
increased the cost of state governnents, while the subsidy re- 
mained at the former level. The Commonwealth was unable to raise 
the subsidy during the War and refuscd to do so afterwards. 
Another effect of the War was to force the Commonwealth to levy 
Girect taxos On 2 large scale, thus interfering with the chiof 
source of state revenues. The states mcanwhile continued to be 
responsible for railways, roads, education, and social services 
generally except old age pensions which had been a federal under- 
taking since 1909. They were also clothed with exclusive powor 
under the constitution, and charged with the duty according to 
the Australian conception of their functions, to undertake the 
development of their lands and resources and the peopling of 
their territory. These objects were attained at great expense 
and rather high speed, in the course of which mistakes, mis- 
management and extravagance inevitably occurred. Land develop- 
ment, railway extension and construction of irrigation works 
required large capital expenditures, and subsequent revenues 
were not sufficient, in many cascs, to meet interest on the debt 


incurred for these purposes, 
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So. Other features of federal-state financial relations 1910-27 

It was evident after the War that some further adjustment 
of the financial relationship was necessary, but no actual change 
was made until 1927. Meanwhile, there were a numbe, of develop- 
ments illustrative both of the unsatisfactory nature of the 
existing system, and of the ecxpedients by which particular 
difficuities were met thmough co--operation between federal and 
state governments. 

The states had large public debts at the time of federation 
in 1901, amounting to almost £200 million or £53 per capita. 
By 1928 this had increased to 5714 million, or £114 per capita. 
The Commonwealth had no public borrowings until the War, but by 
1920 its debt amounted to £352 million; this increased to 4380 
million by 1928. Excluding borrowing for war expenditures, it 
is evident that almostall public debt in Australia is owed by 
the states, and that the amounts are very large for junior 


governments in a federation, although railways and other revenue- 


producing assets support, at least in part, the major portion 

of the debt. In 1901 about 88% of state public debt was payable 
abroad; in 1928 the proportion was 58% for the states and 40% 
for the Commonwealth. Municipal debt, exclusive of that owed to 
state governments, is comparatively small. In 1934 the debt of 
the Commonwealth was £393 million, of the states 4830 million, 
of municipalities 468 million, and of semi-governmental public 
bodics £51 million, a grand total of 51,342 million or 4201 per 
capita. 

The states, however, have not since 1911 built up their 
public debt solely on their ow credit. They have been assisted 
by direct loans from the Cormonwealth and by Commonwealth 
guarantee of state borrowings; since 1929 all public borrowings 
by the states have bccn secured by Commonwealth securities, and 
as a result of the conversion operations in 1931 and subsequent 


years the proportion of state public debt represented by state 
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bonds is now comparatively small and continually decrcasing. 

This mobilization of the credit of all Australia for the 
benefit of cach governnent is the culmination of a long develop- 
ment which began in 1910 when the Commonwealth Governnent 
cormenced to issuc Australian notes and prohibited further circu- 
lation of bank notes; about £22 nillion of new currency was 
used to buy new state securities, the difficulties of public 
borrowing cxcept for war purposes being the chief motive for 
this method of financing the loan expenditures of the states. 
in the latter years of the War loans totalling $17 million were 
made to the states out of the proceeds of Commonwealth loans 
abroad. Between 1919 and 1924 loans for specific purposes, such 
as soldiers' settlement, were made to the states to an amount of 
#59 million, out of thc Commonwealth War Loan Fund. From 1924 
to 1928 furthcr loans anounted to nearly +70 million; in these 
cases the Commonwealth raised the funds by special loans on its 
own credit. 

In 1924 and 1925 all Commonwealth and state borrowings 
were co-ordinated through a voluntary Loan Council; this cane 
to an end late in 1925 when New South Wales withdrew from the 
schene. 

With respect to taxation, the division of constitutional 
jurisdiction in Australia is similar to that in Canada. In 1901 
indirect taxes (customs and excise)accounted for over 75% of 
conbined Commonwealth and state tax receipts; all states, 
however, were levying a number of direct taxes and by 1910 these 
included, for all states, succession duties, land tax, stamp 
duties, and income tax. The Cormonwealth imposed a land tax 
in 1910 and federal taxes on income, entertainment and inherit- 
ances commenccd during the war. Total per capita taxation 
(fcderal and state combined) rose from £3 in 1901-2 to 510.5 in 
1919-20 and £14 in 1927-28. In 1936-37 the figure was £16. 
Commonwealth taxation anounted to 76% of the total in 1901-2 


and 64% in 1927-28. In the case of direct taxation the 
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Commonwoalth receipts were greater than those of the states in 
1919-20 but have not been half as great as the states’ since 

1927; in 1936-37 the proportion was only one-quartcr, as a result 
of rate-reductions by the Commonwealth since balancing its 

budget in 1931-32. 

Duplication of direct taxes was complcte by 1916, with the 
exceptions of motor taxes and stamp duties (other than succession 
duties); thc Commonwealth has not entered these two fields, but 
does levy a substantial gasoline tax. Controversy over tax~ 
fields accompanicd that over the subsidy system prior to 1927; 
no constitutional or voluntary changes were effected as to the 
kinds of taxes to be levied by federal and state authorities, but 
there were two achievenents in regard to administrative co- 
operation. Since 1921 all Western Australia taxcs have bcen 
collected by the Commonwealth. Since 1923 the state authorities 
have collected both federal and stato income tax in all states 
except Western Australia. 

There have been a number of instances of co-operation 
between the Commonwealth and the states in pursuit of comrion 
objectives. In.-most cases the Commonwealth's part has consisted 
in the grant or loan of noney, for example, the loans for soldicrs' 
settlement, and for public works. A case of outright grants is 
the federal aid roads scheme, established on a comprehensive 
basis in 1926. The Cormonwealth made grants of 52 million a 
year, shared among the states as to three-fifths of the amount 
in proportion to population, and as to two-fifths in proportion 
to area. Conditions were imposed, such as that the states must 
raise an amount equal to three-fourths of the grant, that the 
grant could be used only for construction and not for maintenance, 
and that all roads to be constructed with such funds must be 
approved by Commonwealth authorities. During the Gepression the 
requirerent of state contribution was dropped, and the fodoral 


grant was permitted to bc spent on maintcnance. 
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The Commonwealth has assumed responsibility for two inter- 
state railways, largely constructed since federation by the 
Commonwealth, Total mileage of federal railways open for traffic 
in 1936 was 2,145 as compared with 24,945 miles of state railways. 
The Commonwealth also provided the funds for a line connecting 
New South Wales and Queensland but left ownership and operation 
to the respective state railway systems. 

Irrigation works in the Murray River have been financed 
jointly by the Commonwealth and the three states affected, A 
separate administrative body was set up representative of the 
four governments, 

From 1920 to the depression the Commonwealth gave financial 
assistance to immigration, but each state retained absolute 
control of the number and kind of immigrants which it would 
receive. Net immigration ceased soon after 1930. During the 
decade 1921-30 net immigration amounted to about 305,000 persons, 


of whom about 215,000 were assisted by Commonwealth grants. 


6. Special grants to individual states. 


A feature of federal-state financial relations in Australia 
has been the special grants by the Commonwealth to individual 
states under section 96 of the Constitution. A general system 
of subsidies to all states equally has always been maintained; 
211 other direct financial assistance to state budgets has come 
under the head of special grants. Western Australia has received 
such annual grants without interruption since 1910, Tasmania 
since 1912, and South Australia since 1929. The other three 
states have never received 2 special grant, although in the 
three years 1934-35 to 1936-37 there were distributions to all 
states out of the Commonwealth surplus; these were in addition 
to the general subsidy, special grants, and roads grants. 

The early grants to Western Australia and Tasmania were 
made on the ground that these states needed special assistance 


to effect the transition necessitated by federation and loss of 
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customs revenue. In later years, however, the grants were merely 
devices to save the recipient states from bankruptcy. No com- 
prehensive treatment of the situation appeared until the Common- 
wealth Grants Commission was appointed in 1933. This body 
receives all claims for special grants and recommends to Par- 
liament what grants should be made each year. The grants were 
considerably increased during the first two years of the Commission 
and have since been progressively reduced as depression gave way 

to recovery in Australia. 

The grants were necessitated by the evident inability of 
the claimant states to finance their expenditures out of their 
own resources. During the period of the per capita subsidy 
(1910-27) Western Australia's accumulated budget deficits, 
exclusive of the special grants, came to an amount equivalent 
to $24.5 per head of population in 1927; the special grants re- 
duced this to 515.7. Tasmania's figure was 410.2, reduced to 
$2.4 by the special grants. For the other four states combined 
the figure was $1.6. In the depression years it was not possible 
for the weaker states to continue with deficits of such size. 
South Australia joined the claimant states, and the grants of 
the others were increased. During the period 1927-35 direct 
Commonwealth assistance to state revenues (i.c. general subsidy 
and special grants) amounted to 49% of the state's own tax 
revenues in South Australia, 56% in Western Australia, and 79% 
in Tasmania, as compared with an average of 30% for the other 
three states. 

The difficulties of the claimant states arise from the 
limitations of thcir physical resources, the fact that their 
chief products must be exported and are subject to world con- 
ditions, and the fact that the federal customs tariff has 
burdened rather than benefited them. Western Australia and 
South Australia, while possessing a Reaeute of industrial and 
mining activity, are chiefly dependent on wheat and wool, pro- 


duced under difficult conditions in semi-arid country, and which 
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must be sold for export at world priccs. Settlement and 
development have been costly and uncertain of success. 
Tasmania has been in a depressed condition for many years. 
Queensland is also a largely non-industrial state, but has 
received such a large measure of assistance through federal 
policy designed to make sugar-cane production profitable with 
white labour, that special grants have not been necessary. 
The excess cost of sugar in Australia has been cstimated at 
£5 million, or over £5 per head of Queensland's population, 
There remain Victoria and New South Wales, possessing both 
the climate and the natural resources conducive to a large 
population and a high degree of industrialization, given the 
high federal tariff. 

The claimant states base their claims for grants chiefly 
on the ground of compensation for the burden put upon their 
citizens by the tariff and interstate free trade. The Grants 
Commission, while admitting that fcderal policy is part of 
the cause of these states' difficulties, refuses to make com- 
pensation for the effects of policies adopted by the Common- 
wealth Parliament. The basis on which the Commission declares 
grants must be made is that every state in need should be 
assisted to function with a standard of taxation and expenditure 
not appreciably below those of other states. The Commission 
cach year examines the finances of all states, with particular 
reference to taxable capacity, severity of taxation, adminis- 
trative costs, and scale of social services. The non-claimant 
states are taken as the standard by which to measure the grant 
which each claimant state should receive. Virtual equality 
on a per capita basis is the goal, and this is achieved by 
making grants sufficient to bring the per capita deficits of 
the claimant states dowm to a level not greatly above the 
average in the other states. The deficit will not be quite 
as low as the standard, for the claimant states are required 


to gct along with social scrvice expenditures about 6% less 
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per capita than the other states, and also to impose slightly 
more severe taxation, but in this case only if the Commission 
finds that the claimant state in question has in the past been 
guilty of extravagance or mismanagement contributing to its 
present difficulties. Such lower scales of expenditure and 
higher scales of taxation are not an actual condition of the 
grant, but unless they are put in force it is evident that the 
deficits of the claimant states, after the special grants have 
been received, will still be somewhat higher, per capita, than 
the average of the other states, assuming revenues and expendi- 
tures for the year in question correspond with those used as the 


basis of the Commission's calculations, 


7. Ihe Financial Agreement of 1927. 

The system of general subsidies established in 1910 came 
to an end in 1927 when the Commonwealth Parliament repealed the 
Surplus Revenue Act. Years of discussion and conferences had 
failed to produce agreement on changes in the existing system. 
The action of Parliament brought home to the states the fact that 
they were completely dependent on the Commonwealth, unless they 
chose to default on their debt, and agreement on a new system 
was reached at 2 conference of all governments in July 1927. 

No attempt was made to deal with the fundamental conditions 
necessitating large peyments by the Commonwealth to the states, 
The agreement dealt only with financial questions, but a new 
factor was introduced by making the subsidies hinge upon con- 
solidation of the public debts of Commonwealth and states. 

Under the Financial Agreement of 1927, ratified by constitutional 
amendment in 1928 and put into permanent operation by the 
Commonwealth Parliament in 1929, all existing public debt of the 
states except treasury bills and overdrafts was assumed by the 
Commonwealth, the states being bound to indemnify the Common- 
wealth for any payments of interest or principal on such debt. 
Instead of the former subsidies which were paid direct to state 


treasuries, the Commonwealth agreed to pay £7,585,000 annually 
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for fifty-eight years from July 1, 1927 towards interest on the 
debt so assumed. This amount is equal to the per capita subsidy 
which would otherwise have been paid in 1927-28. 

In addition, a sinking fund was established, designed to 
liquidate the states' then existing debts by 1985. The states 
are required to make an annual contribution to sinking fund of 
os. per SLOO principal amount of their debt, and the Common- 
wealth to contribute 2s. 6d. towards the same sinking fund. 
With respect to new loans obtained by the states, the Common- 
wealth and the state concerned must each pay into the sinking 
fund 5s. per 5100 annually for 53 years. 

New borrowing by either Commonwealth or states is subject 
to the control of a Loan Council. Loans approved by the Council 
arc raised by the Commonwealth by sale of Commonwealth bonds, 
whether the money is for its own use or for a state. Tho total 
amount to be raised cach year is fixed by majority decision of 
the Council; allocation of the total among the seven governments 
may be fixed only by unanimous decision; failing unanimity, the 
Commonwealth is entitled to one-fifth of the total, and the 
balance is divided among the states in proportion to their ex- 
penditure from loan funds in the preceding five years. 

"Temporary" borrowings are excluded from the operation of 
the Agreement. In December 1930, however, the banks refused to 
finance thc current deficits of the various governments except 
through Commonwealth treasury bills issued with the approval of 
the Loan Council. Commonwealth loans for defence purposes, 
authorized by Parliament, are wholly exempt from the Agreement. 

The Loan Council is composed of one representative of 
each government. The Commonwealth representative has two votes, 
and also a casting vote. Thus the Commonwealth and any two 
states, or alternatively any combination of five states, con- 


stitute a majority. 
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The Financial Agreement can be altered only by unanimous 
deaision of the seven governments, or by amendment of the 
constitution, The Loan Council appears to be a third manifes- 
tation of sovercignty in Australia, as supreme in its sphere as 
the Commonwealth and the states in theirs. Both the terms of 
the Financial Agreement, with respect to payment of the principal 
and interest on public debt and contributions towards sinking 
funds, and the powers of the Loan Council, severely restrict 
the former freedom of action of the federal and state govern- 
ments and legislatures. Under section 1LOSA of the Constitution 
(constituting the amendment of 1928) the Commonwealth is empowered 
to enforce the Agreement. What this mcant to state sovereignty 
was discovered in 1932 when New South Wales defaulted on an 
interest payment. The High Court upheld the right of the Common- 
wealth government, when duly authorized by Parliament, to attach 
the state's revenues and bank accounts, force taxpayers to pay 
their state taxes to federal officers, and compel state officers 
to pay over state monies to the federal authorities. 

At the same time borrowing has no doubt bean made choeaper 
by the fact that all governments now borrow on the credit of 
Bugtreasia os 2 whole. This is of particular benefit to the 
weaker states, the amount and cost of whose borrowing is not 
affected by the state of their own finances, Some states, of 
course, will be unable to borrow as much as they want, or as 
they would be able to borrow were it not for the existence of 
the Loan Council. It would seem, however, that such states 
could circumvent the Agreement by setting up autonomous bodies 
to operate state enterprises, and have such bodies borrow in 
their own name. Whether lenders could be found in the case of 
a flagrant attempt to overcome the restrictive powers of the 
Loan Council by this indirect means, has not yet been put to 
the test. There is also no control, under the Agreement, over 


borrowing by a state within its own bounderies. Possibly state 
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banks, savings banks, insurance companies and other local 
investment-institutions could, if necessary, be coerced into 
lending to a state determined to exceed the limit set on 
borrowing by the Loan Council, but it is doubtful if, except in 
extraordinary circumstances, the amounts so obtainable would 


make the attempt worth while. 


8. Australian policy in the depression, 

(1) The Australian economy prior to the depression, 
Australia experienced great prosperity during the five years 
1924-25 to 1928-29. This prosperity depended essentially on 
large volume of exports, high export prices, and large annual 
borrowings from abroad. Income from abroad (proceeds of exports 
and loans) amounted to about one-quarter of national income; 
more important than its absolute amount was the fact that it 
determined the pace and status of the entire economy. Tariffs 
and wages were high. The country was extremely vulnerable to 
any unfavourable change in world conditions, more particularly 
as large government expenditures on public works concealed an 
important lack of profitable employment for unskilled labour. 

(2) The impact of the crisis. This vulnerability brought 
a sudden crisis with the first onset of the world depression. 
The cessation of foreign lending in 1929 left government finances 
and the balance of payments in @ precarious position; the final 
blow came with the collapse of wool prices in the autumn, and 
of wheat prices shortly afterwards. The index of export prices, 
basis average 1925-26 to 1928-29 as 100, fell to 74 in 1929-30 
and 58 in 1929-31, while the index of import prices held above 
90. Import prices nevertheless fell sufficiently to accentuate 
the overvaluation of the currency and assist in maintaining the 
volume of imports for nearly two years after exports began to 
fall off. ‘Vhen it came, the fall in imports was drastic, with 
consequent severe restriction of real national income. The 


initial loss was felt particularly by export industries, notably 


Len 


ri bat 
al Le eka e een 
cee ee Os “ue he ae 


Vy 1. > 16 uy, | Ya, ; ie 7 he y 

rs , %' ; i Tre br - : 
ns Bd 

, La96 i watitor Biss eoiargmeg oni or a 


i wa 1 y 


on 
ij 


otn! bentess of) .yaawebdat tb se gnsit 


—— . of 
no toa timsci snd Be eee Og 


fii $qeoxn «tf Inwiddueb ar os did «ttoaue® 


J % { “* % ‘ -. ey, mee ae - oo 
iW Wine ree XY, a a § wee “Os 2 ia SJ > 
waa 

ao 

Ha: 

Ce r 

NM OO. Wiehe ie Gk Ses 

a 

Py 
ra rt 


PAs opie pas ~eenie¢ v ois gba tk aie to 


oy 


pal 


" BoROgKE Lo ebsgontd) Seogd> moat oulooat © sbacnde mor? age 
moonk Saneigen te tedetas 1g ato dhs lax od betawoms i $2 se 

| nr 
Ti Ted? soak. eae wee Sipe tis Pa ah Keene edt tied Rroren gant P es 
Peettedl oye ite os sereny ett Ye a habe bas eo eka bouts 


Seth: Gok Cate BU Ease ong Der ae a gy ate yseina et vane stow ‘ee 4 
np a 


Mion Bein oe Dis tte o/dctiet ia eign soon 


eTUOGRSL Hoi tdoloedae Yok. tise acai crate) pfome Hete -* ) oak t 


) Milewoud ydiligavcedio eka? ‘ining ots) Ao soscaal, Lond | 

1 i } ; 

re ha yeah | eo ee rl 7 ~ 7 . x 2b 4, i i .' 

v | MO LEeSGCes Sivoweas) Te se ‘in Soret edd eet he stein 
 eomemL” tapanieves JD REC h He wa bier gabe. to avitanees4 


SOE BT x NOLS LaWG ste RTO 8 PEL odnoneg eo oonmn arte . 
hae aniduc okt ee Bieeeg Loew Xo sugeetoo ond aokw oc 


eBeotig Isogxe fo welte od? eben od ta dred aooieg de 


Bie f ® 4 “BS-e80L canes 
We¥Retis Dies seoteo Seas Yo scebaek eae enlate ieeaeet a 
| Ptouiae 9c of ELinoOLolTws Lf st gags enlirre deat sastaod 


uf wi 
é Fei 


i . ‘ 
+) 


ait Piiniatnie we Setean ae Yomi! oes w+ 


(G2 taped atacate 6948 STLeY awe - vebsied tpt) 


| tine .odteesh aaw eddtogat itt, fier oaht |, ois 
¢ ty wstT ee 
a  ~6moont Jasco kdar.- {ao% wane 


iia on enpbuteupne toga sas msn 
hens ca 


, 


f 


-14- 


wheat-farmers and sheep graziers. When government public works 
were perforce abandoned, unemployment rose rapidly, and indus- 
trial labour was further affected as domestic production de- 
clined. Combined government deficits rose from £5 million in 
1928-29 to £10 million in 1929-30 and £26 million in 1930-31. 
The deficit forecast for 1931-32, prior to the adoption of the 
Premiers' Plan, was <39 million. Currency depreciation was 
inevitable, in view of the fall in exports and the disappearance 
of the large sums formerly borrowed abroad each year, Until 
January 1931, however, depreciation was resisted by gold exports 
and use of foreign exchange reserves. 

(3) Depression policy 1929-31, In 1929-30 the country's 
economic difficulties were met by higher tariffs and gold exports, 
which did little to offset the fundamental factors at work. 
Wages and government expenditures were maintained at previous 
levels. An attempt was made to increase exports by encouraging 
production of wheat and wool. Wheat acreage jumped 20% in 
response to a government offer of 4s. a bushel, which however 
was defeated in the Senate. Production in 1930 was 70% better 
than in 1929, Bpeinune furtner fallein price completely offset 
this. Unemployment continued to rise. Gold and exchange 
reserves approached exhaustion. 

In 1930-31 repudiation and inflation were much discussed, 
The Commonwealth government and the labour party generally 
opposed wage cuts and reductions in government expenditures, 
and came to be proponents of currency and credit expansion. 
Attempts in this direction met defeat in the Senate. The Common~ 
wealth Bank did not favour expansion, and Financial opinion 
generally desired reductions in wages and public expenditure. 
Economists advocated both currency depreciation and wage cuts, 
as well as expansion of central bank credit. The “battle of 
the plans" was waged for many months as intergovernmental con- 
ferences and Loan Council meetings sought agreement on positive 


remedial action. 


>, 
7 ve 


~ halbuoe elidve sabacrewey asaeilh verre 

; % «pobint’ bine: eeebige’ : ers sacing bes 

+65 neki eahown viteomod shes but e'a 7 

| At -notitie 24 nocd ones et lobteb: iucamseven A 
} 
’ 


uA 


, FECGSOL: me Ao naats aca | bree o-eser, nt sdonitta 08 
‘aed _ no bIGo he -oit ee ae RO ig 8b see xt Jenper 
) | ; youeurd aioe Df kop) aunt 
i sscbhininatcioni tt ort ‘bits, eorogRS | t thee ort ao wole th vcr 
isan’, tee TOs ss Beords 'f dowaratad: elteatzo4 ust | 
ieee HLos ved hosete oy ean neh ato" egeh! vierewoll 
| Td egnadone: ngtexe? 
etyrtnais end CHORE ar ‘tee Re Bf. Ries On. ‘notagerqos: ( | me 
Froqes fb thi ans Ran “ cine? yet tt twa de it one aukeiuoxtee ¢ 


4 
“~ 
= 
‘ay 
2 
a 
os | 
~ at 
= 
iw 
-e 
<* 
tb 

‘ 
> 


= 


Jtiey Ve eiosoet datreiaany oaks, toqna 1) oat ent Aube 
i f aes ; oh ‘i 
ais Preto: SHR. belt beckon mien eee ‘watkiibine eae e stromnrnea sng 


sii emric mone syd Balto Gia cine mame gs ) ois eRw sqm ti th 
at ta sl oe r anh 


ih } 7 yi Ata) i 
vee ot Shes Boene's dyianee: mate EeOw DEE sages ; 


‘ ) ns i 0 ite a fm) we 
Vawawom ceedw both a 72a Pee ae _deceinetcevoR 


; Sen Seg. ah ; th: ren Peet, Ae oN POONA SR 7 ec 08 | add at bs 
erin Oty it ya! Ree NR, de ied POW 3 ee ie , - 
{ ‘ ant: ; i Vi ' 
¥ Sa 3 , wx 7) te 


SL NIO0 aly ree ae iia weet Cage Cpelinratnas nt iy «yt Bh f ‘pubes aiid adsies aia ate) 


PSO Sev ahiitar ne deeds: SRE met ESS. ial o etheane one ‘ed ° 


s A * . ” 
\ wee 267 Vwitons? wae RE Foy het: : puRIoeT ED eka 


eh uate sxc? ton 


‘ ae OP eee or Sey ere 
Lad inherit”). Ueaher Ba Pan a 2. (herd OITA 
ro t ‘ . 


| > boi iteexe Ohides fe0 egw ie sesotonate 


.  Nyateo cag bon: welbedes gout t potent dou 
af aes 

ts ty 

Prt lia bi . 
+ if Reg ae ro ted x aye ak & tel a ees tae cam 


ages! fasnenin're YO ms 46 SF ua ‘atotetit’ yseti 30°6 


| avid ino Ho deaddsinitn rink mere 
ae ee aD 
ib i 


aps 


In January 1931 two important developments occurred, The 
Bank of New South Wales took the initiative in abandoning the 
attempt to maintain the Australian pound at near-parity with 
sterling; by the end of the month the exchange rates were £130 
Australian to £100 sterling, at which point it remained until 
December. Secondly, the Commonwealth Arbitration Court decreed 
a 10% reduction inrcal wages, 2 reduction shortly applied 
directly to about 400,000 workers and eventually indirectly to 
about one-half of Australian wage-earners. 

Government finances continued to deteriorate. In February 
a committee of the Loan Council recommended drastic reductions 
in public expenditure in order to balance budgets, This was 
rejected by the Commonwealth government, which proposed a plan 
involving 2 smaller measure of economies and the financing of 
public works by new currency or expanded central bank credit. 

The New South Wales Premier demanded reduction of interest on 
all publie debt to 3%; this was rejected by the other governments 
and was unable to pass the state Senate; the actions of the state 
government (including default on an overseas interest payment 

in April, which the Commonwealth made good) precipitated a 

flight of capital and suspension of the state savings bank, and 
served to show the country what might occur if some positive 
policy were not adopted, 

In April the Chairman of the Commonwealth Bank notified 
the Loan Council that the Bank would cease to lend money to the 
governments when total advances reached £50 million; the effect 
of this was that loans would cease by the end of June. The 
senate rejected the government's monetary legislation. In the 
face of this grave impasse the Commonwealth government sought 
once more, this time successfully, to achieve agreement of all 
governments on some plan for rehabilitating public finances. 

The initiative had come from the Loan Council which on April 25th 


declared that budgets could not be balanced immediately, but 
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that steps should be taken to achicve balance by 1933-34; by a 
najority decision the Council appointed a committee to prapare 

a plan to such end; this committee co-opted four prominent 
Gconomists and five state Under-Treasurers, whose report was 
placed beforo the Premicrs' Conference convened in June by the 
Commonwealth prime minister. The sub-committcc's roport, with 
some small changes, was edoptcd by the conference as a programme 
of action, and as such became known as the Premiers’ Plan. 

(4) The Premiers' Plan. The Premiers’ Plan was primarily 
concerned with public finance. Total deficits of the seven 
governuents for 1931-32 were forecast at £39 million unless 
revenues wore increased and expenditures reduccd. There was no 
great optinism with respect to increasing revenue the Plan 
required the Commonwealth to increase its rates of income tax, 
sales tax, and primage duty (a surcharge on imports) with a view 
to raising an additional £8 million. It was expected that one 
or two states might increase taxation, bcyond the depression 
increases already in force, but this was not part of the formal 
Plan. With respect to expenditures, all governments agreed to 
make reductions averaging 20%, as compared with 1929-30, in all 
adjustable expenditure. These measures still left large esti- 
mated deficits; to reduce deficits to a manageable amount, and 
as an off-set to the wage reductions which would be necessary 
under the foregoing provision, agreement was finally reached 
that interest on all internal public debt should be reduced by 
223%, by means of a "voluntary" conversion operation; it was 
clearly understood that if conversion were not cffected volun- 
tarily, other steps would be taken to achieve the same end. 
Finally, all states agreed to pass legislation reducing interest 
on mortgages, and the banks agreed to reduce interest rates on 
deposits and advances. The Plan was declared an indivisible 
whole, and was adopted unanimously by the conference, which in- 


cluded in its later stages the leader and deputy-leader of the 
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federal opposition. Shortly after adoption of the Plan, state 
opposition leaders met and gave it unanimous support. Insti- 
tutions holding government bonds agreed in advance to convorsion. 
The leader of the opposition and the chairman of the Comnon- 
wealth Bank agrcoed to act with the Prine Minister to direct the 


conversion campaign. 


(5) Implementation of the Premiers Plan and other aspects 
of Australian recovery. 


(a) Interest reductions 

The conversion loan, based on a vigorous patriotic campaign, 
was a great success; holders of 91% of the outstanding internal 
debt of £558 million expressed assent to conversion, and holders 
of only 3% expressed dissent. The gross annual savings to 
governnent budgets (average interest rate reduced from 5¢% to 
slightly over 4%) were about 56.5 million, of which about 51 
million was passed on to local bodies, settlers etc, who had 
received loans from the states. Subsequently, after Australian 
credit had improved with the success of the plan for controlling 
deficits, large conversion loans were floated in London with 
respect to sterling debt. By June 1936 the average overseas 
interest rate had been reduced from 5.05% to 3.42%, giving 
annual savings, including exchange, of about £4 million. 

Private debtors reccived relief through reduction of 
mortgage interest by 224% in all states; this included corporation 
debentures and, in throe states, municipal bonds. New South 
Wales also reduced dividends on preference shares and all 
interest payments by 223%, and abolished the personal covenants 
in mortgages. All statcs passed debt adjustment acts whereby 
& moratorium was imposed on farm debt unless ercditors made 
satisfactory adjustments. All states also passed general mora- 
torium legislation available to debtors unable to maintain 
payments of interest or principal because of circumstances 
beyond their control. Victoria and New South Wales reduced 


rents by 223%. 
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Bank intorcst rates were reduced gradually, for the most 
part voluntarily in conformity with the Plan, during 1931-32. 
Subsequently further reductions were made as the banks sought 
outlets for surplus funds. 

The conversion issues were quoted below par after flo- 
tation, but the restoration of confidence was rapid and by 
September 1932 the average yield to maturity of all internal 
issucs at markct prices was dow to 4.1% as compared with 13% 
in June 1931. Government bonds continucd to appreciate until 
September 1934, when the average effective yeild was 3.2%. 
Municipal bonds followed a similar trend; less than one per 
cent of municipal debt went into default. 

(b) Restoration of budget cquilibrium 

The estimated deficits of all governments for 1931-32° 
were reduced from £39 million prior to the Plan, to £13 million 
under the Plan as revised in September 1931. The actual result 
for the year 1931-32 was £19.5 million, the excess being chiefly 
in one State, New South Wales. The following year the states’ 
deficits amounted to £9 million, while the Commonwealth had a 
surplus of million. It was decided to cffect no further 
economies but allow the states' deficits to be overcome by 
increased revenues in the normal course of improving economic 
conditions, while the Commonwealth reduced taxation with a view 
to stimulating business. 

In the achicvement of budget control, expenditures on 
business undertakings, general administration and roads in 
1931-32 were from 15% (New South Wales) to 29% (South Australia) 
less than sinilar expenditures in 1929-30, and in 1932-335 still 
further economies were effected. Reduction in cebt charges 
have already bcen described. Increased taxation was also in- 
posed, chiefly in the form of wage taxes and special income 
taxes, usually denominated "unemployment relief taxes". 


Unemployment relief was financed from revenue only in part; 
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after 1931-32 expenditures from loan funds for relicf works 
increased and direct relief oxpenditures decreased, the cffoct 
being to give considerable assistance to current budgets. The 
Coruzonwealth government's position was greatly cased by sus- 
pension (1931-32 to date)of interest and amortization paynents 
on war debt owed to the British government, the annual saving 
being about &7 million. 

(c) Balance of payments. 

Recovery in the trade balance seers to have been accoleratod 
by the currency depreciation in January 1931, and by that which 
occurred automatically in September 1931 when Great Britain went 
off gold, the Australian pound having bccon pegged to the pound 
sterling since January. A large increase in volume of exports 
due to favourable agricultural production assisted in restoring 
equilibrium in current payments,as did suspension of the war debt 
payment already mentioned and the incrcases in the tariff. 

Prior to the depression, Australia had had for some years an 
“unfavourable" trade balance, which, though small, was only 
rendered possible, in conjunction with large invisible imports, 
by the continuation of overseas borrowing. With the cessation 
of such borrowing a positive trade balance had to be achieved, 
and this at a time of a greatly decreased ratio of export prices 
to import prices. Thanks to the influences mentioned, a negative 
-trade balance of £41 million in 1929-30 was converted into 
positive balances of £16 million in 1930-31 and 433 million in 
1931-32. In the lattcr year tho value of imports was only 29% 
of the average of the years 1925-26 to 1928-29; in 1931-32 the 
figure was 38% and in 1934-35 it was 48%. (All figures refer to 
values in sterling). 

(d) Wages. 

As in othcr countries the average real wages of male 
workers who remained in full employment did not decline appreciably 


during the depression. The Commonwealth Arbitration Court's 
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awards, enforcing a 10 per cent reduction in real wages, affected 


only about one-quarter of all workers. Another quarter, according 
to the Court's estimates, likewise had the same reduction; for the 
remaimder, as a result of state tribunals not enforcing wage 
reductions as great as the decline in prices, average real wages 
apparently increased. For all workers average real wages were 
Slightly higher, from 1930 onwards, than the average of the years 
1926-22. Average nominal wages declined to 81% of the 1926~29 
average in 1965, the chief declines being in 1931 and 1932. 

‘e) Unemployment relief. 

The ratio of unemployed to total workers, according to 
trade union returns, was 11% in 1929 and rose to 27% in 1931 
and 29% in 1932, thereafter declining almost uniformly each year 
to 9% in 1937. Cessation of public works when loans could not be 
floated was a large contributing factor in the earlier years. 

Unemployment relief to the end of 1930-31 was largely in 
the form of sustenance payments, but thereafter work relief 
played an increasingly important part in Australian policy. 

All unemployment relief was almost entirely the responsibility 
of the states. South Australia engaged in no relief works , 
confining itself to direct relief; Queensland, at the other 
extreme, appears to have largely avoided the dole and spent 
large sums on works schemes; this was the only state with unem- 
ployment insurance. 

Work relief was in large part rationed among all unem- 
ployed capable of such work. Much of the work was of the same 
general character as the public works undertaken prior to the 
depression. It was financed in part from "revenue" (in the 
earlier years of the depression this meant from bank loans to 
cover current deficits) and in part from loan funds. Total 
relief expenditures by the states for the six years 1930-31 to 


1935-36 were approximately 397 million, according to the annual 
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Labour Reports of the Commonwealth government and a special 
report by the chief insurance officer of the United Kingdom 
department of labour advising the Commonwealth government with 
respect to a scheme for unemployment insurance. Total cost of 
relicf works was £48 million from loan and $16 million from 
revenue; direct relief amounted to 533 million. 

Federal contributions to unemployment relief were com- 
paratively small, in no year exceeding B2 million. Commonwealth 
public works were held to a minimum for several years. The 
Commonwealth, however, greatly increased its bonuses to agricul- 
ture during the depression, particularly in the four years 1932-33 
to 1935-36 when "relief to primary producers" amounted to E16 
million, of which £14.4 million went to wheat farmers. 

(f) Assistance to agriculture. 

As in Canada, agriculture generally and particularly 
producers of staple commodities (in the case of Australia, wheat 


and wool) suffered earlier and longer and to a greater extent than 


any other section of the community. The first relief came with 
currency depreciation in 1931, followed by wage and interest re- 
ductions. Despite this help, from 1932 until the middle of 1935, 
according to Professor Giblin's estimate, the ratio of farm income 
to farm costs remained at about 75% of the average level of 1924-29. 
An even lower figure would have resulted if agriculture had been 
left completely at the mercy of economic conditions. Butter pro- 
ducers received some protection through the tariff fixed at 6d per 
lb. in 1927, which enabled the industry to fix domestic prices and 
subsidize exports. Sugar producers benefited greatly from the 
fixed-price system, the domestic prices of raw and refined sugar 
being maintained unchanged from 1925 to 1932; in the latter year 
prices were reduced by 11%. Export prices of course, fell r-pidly 
and severely. Wool and meat producers received no direct assis- 
tance, except meat producers through the Ottawa Agreements of 1932. 
Wheat growers were subsidized from 1931-32 to 1935-36 by "relief" 


payments, really a straight bounty, amounting to £13.8 million; 
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amounting to 513.8 million; there was also drought relief of 
$0.6 million in 1934-35. 

The states all passed debt adjustment acts des: zned to 
keep farmers on the land unless hopelessly indebted. In 1935 
the Commonwealth made provision for loans to the states up to 
£12 million, to assist in composition of farmers' debts. 

(g) Annual value of material production 

Taking the average of the years 1925-26 to 1928-29 as 
100, the value of primary production measured in Australian 
currency declined to a low point of 68 in 1931-32 and rose to 
85 by 1935-36. Net value of manufactures fell to 69 in 1931-32 
and rose to 101 in 1935-36. Manufacturing was considerably 
higher than primary production, in relation to the respective 
pre-depression averages, in five of the eight years 1928-29 to 
1935-36. In the other years (1930-31, 1931-32 and 1933-34) 
the ratios were about equal, 

Total primary and secondary production per head of 
population declined to 65 in 1931-32 and rose to 83 by 1935-56; 
measured in purchasing power, the low point was 75 in 1931-352 
and in 1935-36 the figure was 101. Gross value irrespective of 
population increase, but adjusted to price changes, had re- 
covered to the pre-depression level by 1934-35. This rapid 
recovery, in the face of continued low export prices, reflects 
increased volume of primary production and, more important, a 
considerable expansion of industrial activity, which would 
seem to have reached pre-depression volume as early as 1934, 
Currency depreciation, by checking imports, was of material 
assistance in this development as were the 20% reduction in 
nominal wages and marked improvement in technical efficiency. 

(h) Monetary policy 

Exchange depreciation in Australia came rather by force 
of events than by deliberate policy. The action of the banks in 
January 1951 was followed by a period of eleven months in 


which, by agreement, the rate was maintained at 4130 Australian 
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to £100 sterling. In December the Commonwealth Bank fixed a 
rate of 125 at which it would buy and sell freely, and there 
has been no subsequent change. 

Internal monetary policy was not directed towards 
any marked departure from the normal processes of depression 
and recovery. There was no expansion of currency other than 
an increase consequent upon surrender of gold by the trading 
banks. The required gold reserve against note issue was: re- 
duced from 25% to 15% in June 1931, not with a view to expanding 
currency but in order to make possible further gold exports 
if necessary to ensure exchange stability. The reserve was to 
be restored to 25% over a period of four years, In May 1932 
further legislation authorized holding the reserve in sterling 
instead of gold, and virtually all the gold in the country had 
been exported by June 1933. Since then the annual production 
of gold has been entirely exported. 

Expansion of central bank credit was not vicwed with 
favour, and such expansion as occurred resulted rather from the 
fiscal needs of governments than from monetary policy. In 1930- 
41 and 1931-32 it was not possible to float long-term loans 
abroad or at Ome « Current deficits had to be financed by bank 
loans. In December 1930 the banks decided that all future loans 
must be approved by the Loan Council, and that they must be 
secured by Commonwealth treasury bills. From then to the end of 
June 1931 the Commonwealth Bank had to purchase nearly all the 
bills issued, the trading banks showing no desire for them. In 
April 1931 the Commonwealth Bank declared it would not allow its 
loans to go beyond an amount which it was evident would be 
reached by June. With the adoption of the Premiers’ Plan, 
however, facilities were once more available for financing 
deficits. The direct expansion of the credit base through 
purchase of treasury bills by the Commonwealth Bank came to an 


end when the latter announced it would guarantee the bills and 
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discount thom on demand at the face rate, because the trading 
banks thereupon commenced to purchase all new issues, until 
the peak amount of about £50 million of total bills outstanding 
was reached in Scptember 1932. Under the new conditions, the 
bills were the cquivalent of cash for the banks, so that the 
effect on tho credit basco was virtually the same as if the 
Commonwealth Bank had continued to purchase the biils. Thus, 
by means of governnent deficits financed as outlined above, 
bank cash was increased, and the trading banks' liquidity 
restored almost as suddenly as it was impaired in 1929 and 
1930 through gold exports and depletion of London funds. The 
Roya:, Commission on Monetary and Banking Systems in Australia 
(1937) found that as a result of this development "the banks 
soon renoved their restrictions on new lending" (page 93 of 
Report). 

Commencing in November 1932 the Loan Council and the 
Commonwealth Bank agreed to fund treasury bills into long- 
term issues, now possible once more, to at least the same 
extent as new issues of treasury bills. Since then there have 
been only seasonal changes in the total of such bills out- 
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FEDERAL-STATE FINANCIAL RELATIONS IN AUSTRALIA 
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1. INTRODUCTORY - THE FINANCIAL PROVISIONS OF THE CONSTITUTION. 


The financial relations between the Commonwealth 
and the states have always been at the heart of federal pro- 
blems in Australia. There has been no minorities problem in 
the sense in which the term is understood in Canada -~ no 
political cleavages along lines of race, religion, education 
or language. The central and local governments have had a 
much sharper differentiation of function. Insofar as the 
central government has had anything to do with matters which 
are in any degree within state powers, the nexus has been 
chiefly financial rather than constitutional or administrative. 
The chief governmental functions of the Commonwealth even today 
are, on the one hand, management of posts and telegraphs, of 
so-called transcontinental railways which comprise but a 
fraction of total railway mileage, of the territories, and the 
defence of the country; for the rest, it collects taxes; pro- 
tects secondary industry, Pays bounties to certain primary 
industries, pays interest on the war debt, pays old age and 
invalid pensions, and pays large sums to the states. Land 
policy, unemployment relief, railways, harbours, roads, 
education, all social services except old-age pensions, develop- 
ment and settlement of the country, and even immigration, have 
been left almost entirely to the states, subject only to the 
payment or loan of money by the Commonwealth to assist such 


State activities. 


The importance of the financial question in the 
constitution and in the working of federation in Australia no 
doubt arose from the circumstances in which federation occurred-- 
which circumstances resulted in the central government being 
for some years nothing more than a joint fiscal agent for the 
several States -- and from the refusal of the people to endorse 
constitutional amendments designed to alter the division of 


powers and responsibilities originally established. 
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Federation in Australia came late in the development 
of modern nations. The Australian states in 1901 were well- 
established separate entities, each possessing most of the attri- 
butes of nationhood then common among the self-governing British 
colonies. With respect to internal government they had all 
assumed not only the functions and responsibilities regarded at 
that date as within the proper sphere of government, but had also 
entered upon a number of activities which in other countries 
were still largely confided to private business. As a result, 
their public debt was relatively very high, and though over 
half of it was supported by assets which in prosperous times 
were more than able to meet their debt charges, gtate finances 
were also by such fact the more vulnerable in times of business 
depression. The omission, in the Tederal scheme, to transfer 
to the central authority any of such undertakings except the 
post office (including telephones and telegraphs) has since been 
the largest single factor in the weakness of gtate finances, and 


more particularly from the post-war depression onwards. 


The second outstanding feature of state finances was 
the very great dependence upon revenue from customs and excise 
duties, which necessarily had to be transferred to the central 
government in any form of federation. In fact, the establish- 
ment of interstate free trade was the strongest argument in the 
fifty years of discussion of union proposals prior to federation. 
winee the essence of a federation is the existence of two-fold 
sovereignty, the logical course seemingly would have been to 
ensure, in the constitutional structure, that the states would 
retain and the Commonwealth would be given such responsibilities 
and powers as would result in each case in a roughly equal 
balance of probable revenues and expenditures. Recent history 
would indicate that such an objective cannot be attained, on a 


fixed and permanent basis, in any federal state, but in Australia 
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it was not even initially attempted, though apparently there 

was some belief that such a balance might be achieved after a 
transition period of ten years. There was, however, no indica- 
tion in the constitution of how this might be brought about, 

and the events of 1901-1910, as pointed out in the concluding 
part of the following section, were such as effectively to 
preclude any such development in Australia, unless by some 
radical revision of the entire division of constitutional powers, 


which has never received popular support. 


The extent of the change in public finance created by 
federation may be judged from the fact that in the fiscal year 
1901-2 Commonwealth customs and excise revenue, which was cer- 
tainly no greater than the combined revenue of the six states 
from the same source prior to federation, was over three times 
as great as the revenue of all states from taxation, and 25% 
greater than total state revenue from all sources other than 
state business undertakings and public services, and that 83% 
of such Commonwealth revenue was returned to the states, as a 
divisible surplus needed to meet state deficits, in accordance 


with the constitution. 


It was, of course, realized in Australia when the 
federal constitution was being drafted,that the revenues of the 
new federal government would exceed its requirements, and that 
the converse would apply to the states. The familiar federal 
problem of inequality of resources and responsibilities was 
thus envisaged, but all its implications were not developed. 
The solution adopted was, not to attempt to eauate “supply and 
demand" in advance, but to provide that all excess Commonwealth 
revenue should be returned to the state whose people had fur- 
nished it. Instead of what is now usually regarded as the 
equitable principle of redistribution, usually implying a benefit 


to the less favoured sections of a federal, or for that matter 
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a unitary, state at the expense of the more favoured, the 
method adopted in Australia was essentially reimbursement 
closely akin to repayment of taxes paid by mistake -- a partic- 


ularist rather than a centralist device. 


The actual clause agreed upon at. the final constitu- 
tional convention in Melbourne in 1898, devised to harmonize the 
primary objective of interstate free trade with the strong 
separatist fecling in the states, provided that three-fourths of 
Commonwealth net revenue from customs and excise should be re- 
turned to the states. A further conflict, however, caused this 


to be changed. 


Up to then the tariffs of the various states had been 
almost entirely for revenue, not for protection, (save in Victoria) 
but industrial development had begun, particularly in the eas- 
tern States, and signs were not wanting that, as later proved 
to be the case, the tariff under the Commonwealth would become 
an instrument of protection to industry. Free-traders felt 
that the victory of protection:-would be almost automatic if the 
Commonwealth were forced by the constitution to raise four 
times as much customs revenue as it needed for its own purposes. 
Ultimately a compromise was reached at the Premiers' Conference 
at Melbourne in January 1899. By the so-called “Braddon Clause” 
(sec. 87) the payments of customs revenue to the states were 
limited to 10 years, and thereafter were to be subject to repeal 
by the Commonwealth Parliament itself, and in addition express 
power was given to the Commonwealth (sec. 96) to make grants of 
assistance to any State during the first ten years and there- 


after until Parliament otherwise provided. 


The provision for payment to the states of a share of 
Commonwealth revenues was of the first importance in the whole 
federal scheme and in obtaining assent of the states to enter a 
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Sections 89, 95, and 94 of the constitution provided that all 
surplus Commonwealth revenue should be paid over to the several 
states, and there is no doubt that this feature was regarded by 
the states as fundamental, which only makes the more remarkable 
their acquiescence in the limitation to ten years of the only 
constitutional guarantee of a specific proportion of federal 
revenues. For sections 89, 93 and 94 do not ensure that there 
will be any payment to the states -- they only operate in case 
of a surplus, if any. Section 87 was needed to ensure that 
there would be a surplus, or at any rate that there would be 

a payment to the states whether on book-keeping principles 
there was a surplus or not. By this section, the Commonwealth 
was forbidden, but only for ten years after federation and there~- 
after until Parliament should otherwise provide, from using 

for its own purposes more than one-fourth of its net revenues 
from duties of customs and excise. The balance was, “in 
accordance with this constitution”, either to be paid to the 
several States or applied towards the payment of interest on 
debts of the states taken over by the Commonwealth. (No such 


debts were in fact taken over until 1929). 


Section 87, however, did not provide what the pay- 
ment to each individual state should be. In Australia, inter- 
governmental payments (for other than value received) have 
always been from the central federal body to the local govern- 
ments. A question which arises in all such cases is whether 
such payments are to be made by way of a general distribution 
to all states, either (a) in proportion to their inhabitants’ 
contribution to federal revenues or (b) on some general basis 
such as proportionate population, both of which methods deal 
essentially with the position of the federation vis-a-vis 
the whole of its constituents, or whether they are to be 
separate payments to particular states upon some equitable 


but necessarily unequal basis, that is, in effect constituting 
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a redistribution between states, an indirect contribution 

from states more favoured (whether by nature, or as a result 

of the provisions of the constitution, or through the operation 
of federal policy) to those less favoured. The method adopted 
in the Australian constitution for the first five years of 
federation (sections 89 and 93) comes under the first category, 
although the Commonwealth Parliament was given power (section 
94) after the first five years to alter the basis of distribu- 


tion, and also, at any time, to make special grants to any 


Sections 89 and 90 provided that until five years 
after the imposition of uniform duties of customs (that is, 
as the event was, until October 8, 1906), all surplus revenue -~ 
which was read to include the payments required by section 87 -- 
should be paid to the several States in the manner usually 
described as the “book-keeping system". Hach state was to be 
credited with revenues collected in respect of that state 
(after adjustment for trans-shipment of imported goods from 
the State of entry to the state of consumption), and to be 
debited with Commonwealth expenditures in that state on 
government departments transferred to the Commonwealth by that 
State under the constitution, and with a proportion, in accor- 
dance with population, of all new Commonwealth expenditures, 
that is, expenditures on other than transferred departments. 
The credit balance was then to be paid over to the state as 


its share of surplus Commonwealth revenue. 


The obvious difficulty that would occur if the 
Commonwealth's actual surplus were less than three-fourths of 
net customs and excise revenue, did not in fact arise until 
the last year of the period; with that exception, throughout 
the ten years' operation of the Braddon Clause the Commonwealth 
surplus was equal to or greater than the required payment 


under section 87. 
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As between states, however, the situation was different. 
Queensland, for example, received less than three-quarters 
of net customs and excise collections allocable to it in 
six out of the ten years, and in the ten-year period as a 
Whole, the reason being that direct Commonwealth expenditures 
were greater there, im proportion to receipts, than in other 
states. New South Wales and South Australia, on the other 
hand, received more than the three-fourths every year. For 
the significant feature of the book-keeping system was that, 
while the states as a whole had to receive at least three- 
fourths of net customs and excise revenue, each individual 
state received from the Commonwealth just what it would have 
received if the same scale of customs and excise revenue and 
of expenditures had existed without federation. It is for 
this reason that the Commonwealth can be regarded, during 
these years, as essentially the agent of the states to collect 
revenue and make expenditures which but for federation would 
have been collected and expensed by the states individually in 
much the same form and, with one exception, to much the same 
amount. There was, of course, one change which was of great 
importance in itself, namely, the establishment of uniform 
customs amd excise duties, and correlative interstate free trade. 

Section 93 was to operate for five years after the 
imposition of uniform customs duties and thereafter until 
Parliament otherwise provided. By section 94, "After five 
years from the imposition of uniform duties of customs, the 
Parliament may provide, on such basis as it deem: fair, for 
the monthly payment to the sevezxal states of all surplus 
revenue of the Commonweaith." This gave Parliament power 
to use the Braddon Clause payment as an instrument of equitable 
adjustment as hetween states, but in fact this was not done, 
the book-keeping system being continued until termination of 
the Braddon Clause in 1910, Nor were any payments made under 


section 96, 
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he only discrimination between states in this 

period came through the operation of section 95, Even here, 
while one state was given special assistance, it rested upon 
taxation of its own citizens and did not exact a contribution 
from other states. As an inducement to Western Australia, the 
state least enthusiastic about federation, and also in recog- 
nition of the fact that, as the most pioneer state, it would 
Sutter particular disabilities during the early years, it was 
provided by section 95 that, if Western Australia had agreed to 
join the federation by the date of the establishment of the 
Commonwealth and thus became an “original state", it should have 
the right for five years after imposition of uniform Commonwealth 
customs duties, itself to impose annually decreasing duties on 
goods originating in other states and passing into Western 
Australia, The duties were collected by the Commonwealth, and 
returned to the state in the same manner as other Commonwealth 
surplus revenue, During the years 1901-2 to 1906-7 the pay-. 
ments by the Commonweal th to Western Australia inclusive of these 
special customs duties, amounted to $6,250,000 as compared with 
only $1,378,000 received by the “tate from its own taxation. 
The gross revenue from the special tariff was £869,000. 

Other financial provisions of the constitution, 
chiefly those relating to taxation and the assumption of state 
debts by the Commonwealth, are referred to in subsequent sections 


of this memorandum. 


II. COMMONWEALTH AND STATE FINANCES FROM 1901 to 1910 

The significant features of state finances prior to 
federation were the large public debt which had been incurred in 
the course of settlement and development, and consequently large 
annual interest charges; the management of state business under- 
takings, particularly railways, which represented a burden on 


budgets except in really prosperous periods; and the dependence 
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tee 
upon custsms and excise revenue. 

Total loan, or capitalized expenditure of the states 
up to June 30, 1901 was approximately B198 millions, and their 
public debts amounted to £204 millions at that time, or 5533 
per head. At that time the average interest rate was only 
3.7%. The capital cost of construction and equipment of 
government railways and tramways alone amounted to approximately 
$124 millions, virtually all of which had been raised by loan 
and is included in the foregoing totals of loan expenditure 
and public debt. The railways had -."sses, after meeting 
interest payments, during the first five years of federation, 
but by 1910 were operating at a combined net profit of about 
Bl million per annum. In subsequent years, however, the 
Situation deteriorated. 

With respect to -rdinary government revenues, up to 
1901 each state was free to impose taxation and otherwise raise 
revenue in any way it saw fit. <All states acted along much the 
same limes, though of course rates and incidence of taxation 
varied widely. The most imvoortant tax Hei bhte (at least 80% 
of the total) was that from customs and excise, the customs 
tariff applying to imports from other states as well as from 
the outside world. Direct taxation was relatively small in 
amount by comparison with indirect taxation, but included all 


the standard forms, that is, income tax, succession and 


probate duties, land tax, etc. The magnitude of the dislocation 
in state finances caused by federation and the necessary 
transfer of customs and excise revenue to the central government 
may be illustrated as follows. The revenues and expenditures 

of Commonwealth and states combined in 1901-2 may be taken 

as a rough indication of what the position of the states would 
have been but for federati+vn, Omitting revenues and expendi- 
tures of railways and the post office, except so far as a net 
profit or loss accrued thereon, customs and excise revenue was 


nearly 34 times as great as other taxation, and amounted to 


& 
Cit Yreteubxcouses B 


ait 


x) y * * ; wae x * | > ah ‘ad arr £ fi { it fe nee e - 
: 
0S a P 62 son? epss6eo nt ‘inte nee 
"i : Peas | = at ae, vie Ade dian. he sod shag 
: sual.) AnivoupitBape: To FaOo Leo i 
Pn or i A ont! BLE ts ‘bite ecw ier | #2 a 
Z % " ‘ 1 7 
fol ee bat dae Hobe tx Th LeMPELY ast aia “ 
2 , eled hee © oat at “peokiibct el 
, 463 : : i > nny eat Yeoh “at : 
i , ry 
bs 4 i + ae: ae rsh tf ee ame 
ps 
Ion «ih Ne int “4 bree SIT a ota + ter ‘ae 
v a : nae Saiacha’ * weg nobis ‘bor J 
oa any ¥ ins 
Ber. ‘ potonatt fee Of aottar ne « Ea 
= Cif if 
omievsg quails: of fooqder ‘aa 
Me fe amen ie bot? oat poneyes 
= rm 1g f We ) t ~ ee vit 
. : , ob oh 
“ & . , bs af e are o 
ee a P if et t aise he a a) Mavens ,2  d. - , 
Fis mat os yey 
: 5% ieee “od? yLebiw sobs 
: ang ON ee 
iy € 7 t ae 
R foxes Stta mi is mest fadt eow tf ot ia 
2 a ; ie oe 
i cits bade ‘ved : Etuogar oF  grtky tire” balk 
a: hE oe 3 eae 4 
’ ¥ fe 7) ( ip me e AS 7 OSE ot . bie ont 7 
= a ie oo : V4 a a 
fi p if 5 Wo LP SKs os oe d?iv Boalt 
ca : . : Ds i NM 
ek ue” .xet emoonl Tene, Oars 
! y : E 
ES nye 3 Wie.en ot xa fan ' 
, e 7 : rie 
hon af! Bite ol Geaseo wabraehet 
™ d » Ss °9 
witon atf of aineve roe bos “aetge tain o-t ¢ 
‘cs tun Sovd ae ‘Buckie? ea Fofetdaul 
oe - a \ a ey y 
p> s =" ‘ tef 1! Ey aa { ‘ths bee na Lain 
setate alt O6 gottiaeg ot? Jad 
fr Se Ad! a ea 
“eo time etatiavet acitviny 
‘ * : ‘ 4 
a AB @ef o6 Sqecké ou Tie Teg 
: e a : > Mv >a 
f2v0eF ete f. | ‘Bit in ‘amos sue =. oN 
ve sala 7 Carts 


"he Goma awe 


+4 
® 


Seess OSS 


aol Yana? ‘tid 


chs gat 
one-half of total revenue. Under federation, all this went 
to the Commonwealth, which, however, assumed only one-twelfth 
of total expenditures, as above defined. The Commonwealth 
surplus paid to the states in 1901-2 was 82% of all other 
state revenue and 22 times as great as their total tax revenue; 
it was 83% of total Commomwealth revenues, as defined. To all 
intents, the federation was just a customs and postal union. 

The last year of Braddon Clause payments was 1909-10, 
by which time Commonwealth activities were showing signs of 
expansion, with new expenditures on sugar bounties (4408,00Q) 
and old-age pensions (4841,000 from revenue, but $1,500,000 in 
all) and an increase of 600,000 in defence expenditures. As 
regards the states, however, the situation had changed little. 
Although the Commonwealth had no surplus to disburse other than 
that required by the Braddon Clause, the increase in the 
customs tariff in 1907 had considerably augmented the Braddon 
Clause payment itself. Im 1909-10 the Commonwealth payment 
was about 67% of all other state revenue and 2z times as great 
as tax revenue. A more significant comparison is that the 
Commonwealth payment amounted to 42% of state expenditures, as 
defined, in 1901-2, and 44% in 1909-10. Over the whole period 
from January 1, 1901 to June 30, 1910, the payments to the 
states amounted to 82% of net customs and excise revenue, and 
79% of gross Commonwealth revenue other than post office 
receipts. 

Considerable attention has here been paid to the 
1901-1910 period because of its underlying importance in all 
subsequent developments in Australian inter-governmental 
financial relations. The original provisions of the constitutia, 
together with the new arrangement of 1910 discussed below, 
determined the financial inferiority of the states and their 
essential dependence upon the Commonwealth, so that some such 
arrangement as that of 1927 appears, in retrospect, to have 
been inevitable, lacking a complete revision of the consti- 


tutional allocation of legislative powers and responsibilities. 
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Tift, ALTERATIONS OF THE FINANCIAL RELATIONSHIP, TO 1910 


The compromise with the free-traders over the 
Braddon Clause had deprived the states of the permanent consti- 
tutional guarantee of three-quarters of net customs and excise 
revenue, as originally proposed. In addition, the book-kceping 
system presented obvious difficulties. During the first ten 
years, numerous proposals for a new arrangement were discussed 
at general conferences of state Ministers. There were eleven 
such conferences during the period, several of which were attend- 
ed by representatives of the Commonwealth. The proposals were 
variously to increase Commonwealth governmental responsibilities, 
or to substitute for the Braddon Clause and the book-keeping 
System the payment of a fixed annual sum, or a fixed annual sum 
per capita, or distribution of Commonwealth surplus on a per 
capita basis. No agreement was reached until the course of 
events and the approaching end of the 10-year period of guarantee 
made action imperative. 

The Commonwealth had from the first adopted a 
practice of setting up trust accounts for certain expenditures, 
and as a result appropriations from consolidated revenue in any 
year might be greater or less than actual expenditures inclusive 
of disbursements from trust funds. The effect was apparently 
not important until 1907-8 when the invalid and old-age pensions 
scheme was established. Payments of pensions were not to com- 
mence until 1909, but a trust fund was set up, into which the 
Commonwealth commenced to pay its surplus revenue, except that 
required to be turned over to the states under the Braddon Clause, 
as a reserve for future pension payments, The Surplus Revenue 
Act of 1908 terminated the operation of section 935 of the con- 
stitution (as the Commonwealth was entitled to do five years 
after the imposition of uniform customs duties) and in pursuance 
of section 94 the Act, although it continued the book-keeping 


system with respect to the Braddon Clause, provided that any 
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further surplus should be distributed on a new plan, essentially 
based on proportionate population. This last, which was con- 
tinued in the Surplus Revenue Act of 1910, is only of theoretical 
interest, since "care has been taken that there shall be no 
surplus revenue in the legal sense" by means of the trust fund 
device. 

The Commonwealth Grants Commission remarks (1st 
Report, p. 20) that "The provisions of sections 87, 89, 93 and 
94 were undoubtedly believed by the states to secure that the 
surplus Commonwealth revenue should be paid over to the states", 
This was carried out until the change in 1907-08. The legality 
of treating payments into trust funds as current expenditures in 
arriving at the surplus to be paid to the states, was challenged 
by New South Wales, but upheld by the High Court. This effective 
termination of the surplus revenue provisions of the constitution, 
says the Grants Commission, “was a departure from what was 
believed to be the intention of the constitution. It gave rise 
to criticism and has led to discontent". The states were left 
with no legal safeguard other than the Braddon Clause, which 
could be terminated in 1910, and they had had an early indication 
that the central government was not inclined to pay more than it 
was legally forced to pay. With the demise of the Braddon 
Clause, future payments would require negotiation and would 
depend on obtaining an agreement with the Commonwealth. 

As previously pointed out, the states in 1909 were 

very little better able to stand on their own feet than in 1901. 
The Commonwealth, on the other hand required increasingly greater 
funds and was not able to continue direct assistance on the 
previous scale, unless it should go into the field of direct 
taxation, which was not envisaged at that time and would certainly 
have been contrary to current notions of its proper sphere of 
taxation. The Commonwealth programme now included the White 
Australia policy, and in pursuance thereof the establishment of 


an Australian Navy and compulsory military training which required 
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large expenditures, Invalid and old age pensions also required 
increased funds, although such expenditure by the Commonwealth 
directiy lessened the assistance required by the states, of which 
three had previously instituted such pensions themselves, and the 
others no doubt would ultimately have been forced to do so if the 
Commonwealth had not. Finally, public opinion at the time 
favoured large Commonwealth resources in the face of threatening 
international developments, 

At @ eonference of Premiers in March 1909 provisional 
agreement was reached on a plan which amountec to re-affirmation 
of. the Braddon Clause in permanent Form, but with payments on the 
basis of three-fifths of gross customs and excise revenues, with 
a special concession to Western Australia. In August, however, 
this was changed, when the Commomwealth Prime Minister and state 
Premiers agreed on an entirely new plan, which was to be put 
into effect by amendmcnut of the constitution. The agreement 
recived *that, "in the public “imterésts of the people of Australia, 
to secure economy and efficiency in the raising and spending of 
their revenues, and to permit their Governments to exercise un~ 
fettered control of their receipts and expenditure, it is 


4. 


imperative that the financial relations of the federal and state 


governments -~ which under the constitution were determined only 
in part, and for a term of years -- should be placed upon a sound 


and permanent basis", 

Clause 1 dealt with a matter upon which no positive 
action was taken until eighteen years later: in order "to fulfil 
the intention of the constitution by providing for the consoli- 
dation and transfer of state debts and in order to insure the 
most profitable management of future loans by the establishment 
of one Australian stock", a complete investigation of the matters 
involved was recommended to be made forthwith. 

Clause 2 set forth the rew system of payments by 
Commonwealth to states, namely twenty-five shillings per capita, 


commencing °2 1910-11, the objects of the change being "to give 
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freedom to the Commonweaith in levying duties of customs and 
excise, and to assure to the states a certain annual income", 

By Clause 4 a special grant was to be made to Western Australia 
in view of its "large contribution to the customs revenue per 
capita”, Clause 3 provided that the Commonwealth’s probable 
deficit in 1909-10 should be met by deductions from the payments 
of that year amounting to three shillings per capita for the 
three states which were being relieved of the expense of their 
own old-age pension schemes, and two shillings for the other 
states. 

Cons ti tutional amendments were duly prepared and 
submitted to the electors. One, amending section 105 so that 
the amount of state debts that might be taken over by the 
Commonweal th should not be limited to those existing at the time 
of federation, was approved. The other, embodying the new 
financial arrangement, was rejected, strong popular opposition 
having developed to what was described as "leg-roping™ the 
Commonwealth by embodying the new plan as part of the con- 
stitution. 

The result of the referendum left the states 
dependent on voluntary action by the Commonwealth Parliament. 
The latter proceeded to put the new plan into effect by statute; 
the Surplus Revenue Act of 1910 declared the new scale of pay- 
ments should continue for ten years certain, "and thereafter 
until the Parliament otherwise provides", which was, in the 
event, in 1927, The Act expressly terminated the operation of 
section 87 (the Braddon Clause) at the earliest possible date, 
December 31, 1910, and provided that thereafter payments should 
be on the basis of twenty-five shillings per head of population 
in each state, subject to a deduction of £450,000 in 1910-11 to 
meet the Commonwealth's net deficit from the previous year, 

The chief features of the new system were, first, 
that the amount to be received by the states was less than they 


had been receiving under the Braddon Clause. Both before and 
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after the conference of 1909 the representatives of the states 
sought to obtain a larger fixed payment, and also an additional 
poyment varying with customs receipts. The amount decided on, 
however, was the most the Commonwealth government would agree to 
recommend to parliament, which had to initiate the proposed 
constitutional amendment, and after the rejection of the amend- 
ment the Commonwealth naturally would not increase the sum. 
Secondly, the subsidy established in 1910, like that which 
preceded it, represents essentially an adjustment between the 
central government and the states as a whole, remission rather 
than re-distribution. In later years the method of payment on 

@ per capita basis, out of moneys collected (with the advent of 
the federal income tax) in part according to capacity to pay, 

was lauded by some economists (including Professor Giblin) as a 
measure of re-distribution between states, and of compensation 
for the differential effects of tariff protection; but such was 
not the intention at the time. In 1909-10 the states contri-~ 
buted to federal revenues closely in the same proportion as 

their respective populations, except for Tasmania and Western 
Australia. The former was contributing just over 80% of its 
quota on a population basis, but the latter's figure was 133% 

or an excess of 33%. This excess contribution by Western 
Australia was recognized in the provision of an additional annual 
payment to Western Australia of £250,000 in 1910-11, decreasing 
£10,000 each year, such payments to continue for ten years and 
thereafter until parliament otherwise provided, Thirdly, by the 
will of the people of Australia, the states were now left without 
any constitutional claim on Commonwealth revenues, but with their 
own budgets as dependent as before on a large share of such 
revenues> The proposed constitutional amendment would have 


Ziven the states a permanent charge on the whole revenues of the 
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Commonwealth. With the rejection of that amendment, the pay-~ 
ment they received became an outright subsidy, subject to 
withdrawal by the Commonwealth should it see fit to do so. 
It was the weapon so acquired that was used in 1927 to secure 


acceptance of the proposals embodied in the Financial Agreement. 


IV. CONDITIONS OF STATE FINANCES 1910-1927 


It was not long after the passage of the Surplus 
Revenue Act of 1910 that state finances entered an unsatis- 
factory condition which, save for temporary and occasional im- 
provement, continued throughout this period. The danger of 
such @ condition developing had beenlatent in the constitution 
from the beginning, particularly in view of the limitation of 
the Braddon Clause to ten years, The principle had been firmly 
established that state budgets were to be balanced only with the 
assistance of substantial payments from the Commonwealth, although 
the implications of this were not fully realized at first. For 
one thing, the Grants Commission (lst Report, p.20) concludes 
that probably "the parties contemplated the revenue difficulties 
of the states as incident only to the earlier years of 
federation, and perhaps rather optimistically envisaged a | 
period in the future when no adjustment might be required", 
Secondly, aside from the specific amount required to be paid for 
ten years by section 87, the provisions of the surplus revenue 
sections (90, 93 and 94) “were undoubtedly believed by the 
states to secure that the surplus Commonwealth revenue should be 
paid over to the states”, Cancellation of section 93 by the 
Act of 1908, and effectual cancellation of section 94 through 
the device of trust funds, roused bitter criticism by state 
governments as a departure from what was claimed to be the 
intention of the constitution. The Grants Commission remarks 
that while it is arguable that section 94 is an enabling power 
only, yet “the Commonwealth has never actually disputed the 


right of the states to any surplus revenue where it can be shown 
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to exist", but "care has been taken that there shall be no 
Surplus revenue in the legal sense", In the result, as stated, 
the states were, from 1910 to 1927, subject to the will of the 
Commonwealth in the matter of subsidies. 

At any rate, during this period state finances were 
for a large part in an unsatisfactory position, Loan expendi- 
tures continued with virtually no repayments of past borrowings, 
while the revenue situation changed from one of surpluses to one 
of deficits. The Grants Commission has calculated that in the 
period 1901-10 the states as a group had a revenue surplus of 
65,155,000, or an annval average of 575,000, whereas in 
1910-27 they had deficits of 415,475,000, or an annual average 
of £910,000. The states’ own revenues in this period, that is 
exclusive of the per capita payments under the Surplus Revenue 
Act of 1910 and various special grants from the Commonwealth 
to individual states, were exceeded by their current expenditures 
by approximately £1350 millions, or an annual average of 
27,645,000. In other words, federal subsidies of the types 
mentioned came to a total of £114.,5 millions over the seventeen- 
year period. 

With the great increase in Commonwealth customs 
revenues, the per capita payments represented much less than 
what would have been paid if the Braddon clause had not been 
terminated by the Commonwealth in 1910. The "deficiency" of 
the per capita payments alone on this basis for the seventeen 
years 1910-27 amounts to £1835,000,000, although this was offset 
to a small extent by various special grants and other forms of 
additional assistance. It is clear that the actual change in 
economic conditions would have resulted in payments to the 
states, under an extension of the Braddon Clause, far in excess 
of their needs, and far in excess of what the Commonwealth could 
have paid in view of its heavy expenditures arising from the War. 


Another way of looking at the matter is noted by 
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the Grants Commission Report when it points out that: "Aan 
important factor in benefitting Commonwealth finance at the 
expense of the states was the fall in the value of money 

between 1909 and 1920..--By 1920*the value of the 41 was 

nearly halved, and remained near that level for the next decade", 
No one in 1909 foresaw the rise in prices, and no suggestion 

was made to vary the per capita payments according to the value 
of money. The Commission says that if this had been done, the 
states would “by now” (apparently this would be 1936, the date 
of the third Report) have received #100 ,000 ,000 more than the 

- payments actually made, On such a basis, the Report states, "The 
financial position of the states as a whole would have been 

wery much On a2 level with that of the Commonwealth”, but in, tact 
no such arrangement could have continued, owing to the strain 

on Commonwealth finance, “One may conclude that the original 
per capita arrangement would have worked very fairly between the 
Commonwealth and states had it not been for the abnormal 
disturbance of the War." 

, Still another factor in the financial difficulties 
of the states is found by the Commission to reside in their 
"policy of very heavy borrowing for developmental projects, which 
were beginning to fail almost as soon as they were begun", Hlse- 
where in the Report it is said that such projects were in large 
part justified, both by the conditions of the time, including 
the general optimism regarding the future, and by the universal 
view in Australia that it was the duty of the states to open 
up, settie, and develop their territories, In certain notable 
instances, however, the undertakings either could not be 
initially justified or were very badly managed. However that 
may be, heavy losses were incurred on the services on which this 
loan money was spent, and the Commission finds that such losses 
"are more than sufficient to account for all the state deficits”. 
Such a statement is perhaps more applicable to the depression 


years after 1927 than to the entire period 1910-2’, 
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The influence of the War, as already stated, was 
very great. The great rise in prices, attributable to the War 
either directly or indirectly, greatly increased state expendi- 
tures, and particularly those on loan works, without increasing 
state revenues in the sam proportion. The states were not 
Slow to point out that the Commonwealth collected large sums in 
customs duties on goods imported by state governments in con-~ 
nection with their loan works, Git as railroad equipment, More 
important, however, was the necessity for the Commomealth 
Government to resort to direct taxation on a large scale. No 
direct taxes (other than a land tax imposed for non-fiscal 
reasons) were levied by the Commonwealth until 1915, at which 
time the introduction of a federal income tax was attacked in 
some quarters as a violation of the intention, at the time of 
federation, that the central government should finance itself 
entirely from indirect taxation. No legal justification for 
such an argument can be found in the constitution, and customs 
revenue was clearly inadequate to’ meet the urgent requirements 
of war expenditures, Thenceforth the states were severely 
limited as to the extent to which they could augment their own 
revenues from taxation, even by raising tax rates, which they 
did almost to the point where further increases would result 
in diminished returns. 

To tal state deficits during the period 1910-27 
amounted to £22,759,000 and total surpluses to £7,285,000, 
leaving a net deficit for the period of $15,476,000. There were 
only two years in which the states as a group had a net surplus. 


Among the individual states, the position was as follows: 
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States’ Surpluses and Deficits 1910-27 


Years Years 
of of 
State Surplus deficit 
New South Wales 8 ‘9 
Victoria Ue fe) 
Queensland 10 
South Australia 9 8 
Western Australia 2 LS 
Tasmania 8 9 
All States ra Ls 


Accumulated net deficit 1910-27 


Sita Ne gan AY 
SRS BERNE 


£000 


4,236 
704 
15956 
1,909 
6,167 
“507 
15,476 


Per head of population 
at ,dune 50, 1927 


ace 
0.40 
262% 
O50 
15,75 
2640 


QoL 


(In making comparisons between states, the assistance 


received by Western Australia and Tasmania by way of special 


grants must be taken into account - see section 6, infra. 


Western Australia’s deficits were also affected by the lesser 


severity of taxation in that svate.) 


There were two intervals of comparative buoyancy, 


namely from 1910-11 to 1913-14 when, although the states 


experienced a sudden change from surpluses to deficits conse- 


quent upon the altered scale of subsidies, net deficits over the 


period averaged only &266,000 per annum; and 1922-25 and 1925-4 


when for the States as a group budgets were almoss in balance, 


During the War and immediate’ sost-war period deficits were very 


large, and after 1924 a renewed period of growing deficits 


became apparent,particularly when the large increases in special 


grants are taken into consideration. 


It has been mentioned previously that a striking 


difference between Australia and Canada is the fact that in 


Australia railways are very largely a state rather than a 


federal matter, (There are no private railways). State 


railways have in the past decade incurred very heavy deficits, 


which have in some years turned what would otherwise be 


government surpluses, on ordinary account, into deficits, as 


shown below: 
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State Railway Deficits 1925-6 to 1934-5 
~ OOO 


Railway operating Interest on Deficit after Total state 
surpluses railway loan meeting deficits 


expenditure interest Pane oo OG 


6,545 


1925-26 13,231 6, 686 2,154 
926-27 8,575 14,060 5,485 217 
927-28 9,765 14,510 4,745 1,084 
928-29 11,089 LOO 4,011 3,046 
1929-30 7,935 LS 517 7,584 8,878 
930-31 7,407 16,205 8,798 15,528 
1931-32 9,516 14,529 4,813 20,803 
932-33 10,971 13,673 5,103 7,999 
933-34 10,426 13,165 2,740 6,994 
1934-355 11,680 12,746 1,066 3,265 
(Note: Exchange on interest payments abroad is not included in 


the railway figures. The reduction in interest payments 
in 1931-32 and subsequent years reflects the results of 
the debt conversions and also the elimination of the 
interest charge on the capital sum of £28,000,000 in 
respect of Queensland, which assumed that sum as part 

of the general debt of the state on the ground that it 
was not equitable to burden the railways with interest 
charges on such part of their capital cost as was in- 
curred for the purpose of developing the state rather 
than as a business venture.) 


This long period did not pass without repeated 
efforts on both sides to arrive at a more satisfactory settle- 
ment, if possible on a permanent basis. These are summarized 
in a subsequent section dealing with the Financial Agreement of 
1927. Other aspects of federal-state financial relations, 


which are of importance as forming the background of that 


Agreement, are discussed in the ensuing section. 
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V. CHIEF FEATURES OF FEDERAL AND STATE FINANCES 1901-1928 


This section is intended to cover what appear to be the 
Significant features of Federal and state finances from federa- 
tion up to the time of the constitutional amendment of 1928, 
with the exception of federal subsidies to states, both general 
(see sections 1-4) and special (section 6). The matters dealt 
with fall into three main categories, namely, public debt, 
taxation, and conflict and co-operation between Commonwealth 
and states. 

(1) Public debt 

No part of the debt of the states was transferred to the 
Commonwealth by the constitution, and it was not until the war 
that the central government incurred debts of any size. The 
constitution did, however, make provision for subsequent trans- 
fer of state debt to the Commonwealth (section 105), not by 
way of relieving the states of ultimate liability, but as a 
means of consolidation and simplification of the debt structure. 
Sec. 105 empowered the Commonwealth to take over all or part of 
the debts of the states as existing at the time of federation. 
All interest payable on such debts was to be deducted from the 
payments of surplus Commonwealth revenue to the states, with 
the deficiency, if any, to be paid by the states to the 
Commenwealth. A constitutional amendment, approved by refer- 
endum in 1910, enlarged the scope of this provision by striking 
out the limitation “as existing at the establishment of the 
Commonwealth". 

An early Commonwealth Year Book remarks that, "the pros- 
pective savings in the matter of interest to be effected by 
means of the consolidation of the state debts formed a strong 

argument in pre-federal days for those supporting the federal 
movement. Since the establishment of the Commonwealth, however, 
the individual states do not appear to have become willing to 


accept a Commonwealth control of state indebtedness." The 
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matter was discussed at numerous conferences prior to 1910, but 
all attempts to arrive at a satisfactory formula, as part of the 
readjustment necessary upon the expiry of the Braddon Clause, 
were unsuccessful. The Agreement of 1909 re-emphasized the im- 
portance of the matter, but nothing was done. Although again 
under discussion on several occasions subsequent to 1910, no 
action was taken under section 105 until 1927, and then it was 
conditional upon the passing of a constitutional amendment. 

There were, however, two relatively small transfers of in- 
debtedness during this period of a different character, being 
essentially purchases of state property by the Commonwealth. The 

first occurred in 1911 when the Commonwealth took over from 
South Australia the administration of the Northern Territory and 
ownership of its land and resources, and of the Port Augusta- 
Oodnadatta Railway. The debt of South Australia incurred in 
respect of the Territory and the Railway was thereupon assumed 
by the Commonwealth, the total amount being approximately 
56,000,000. 

The second was a consequence of the transfer of various 
state departments to the Commonwealth at the time of federation 
which included the handing over of various properties, such as 
post offices, customs houses and defence works. So long as all 
Commonwealth surplus revenue was returned to the states, the 
question of compensation for these properties did not become 
acute, but after the establishment of the new system of sub- 
Sidies, the states pressed for settlement. In 1911 the 
Commonwealth began to make additional payments to the states 
designated as “interest on transferred properties", and amounting 
to 33% per annum on the estimated value, which was originally 
$9,648,000 and was $11,000,000 in 1927. Such valuation appeared 
after 1911 as part of the public debt of the Commonwealth, 
causing a duplication in Commonwealth and state figures since the 
original expenditure created an equivalent item in the state's 


public debt. It was not until 1929 that an equivalent amount of 
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the states’ bonds was definitely taken over by the Commonwealth, 

During the period 1901-1928, the public deht (including 
short-term debt) of the Commonwealth exd states, after adjusting 
for duplications and for certain remissions of state indebtedness 
to the Commonwealth, increased as followss 


Amount outstanding June 30th 


Z000 

Commonweal th States Together 
1900 (cal U97 055 197,035 
LOLO nid 208 ,532 208,082 
1920 352,439 425,903 778,342 
pLO23 589,382 714,421 1,094,803 
1928 per capita d; 50536 & 115.59 & 17S5%2 
1900 per capita nad 02068 DAgbo 


Of the loan expenditure constituting the Commonwealth 
debt, almost 80% was on account of the War, and post-war ree 
patriation services, the balance being for public works. The 
Commonwealth had no public borrowings until the War, and its 
debt only increased by 8% from 1920 to 1928, 

The increase in the states’ debt is striking, Their 
average loan expenditure per annum in 1901-10 was £6,000, 0090; 
in 1910-20 it was &17,000,000; in 19208243 £54,000,000; and in 
1924-28: £38,000,000{all figures are approximations). During 
the earlier period (1901~-10} the chief items were railway con- 
struction and water supply. For the period 1910-20, the same 
two items constituted over half the total expenditure, with loans 
to settlers and purchases of land for cettiement beginning to be 
important. In 1920-24 large expenditures were made in connection 
with settlement of returned soldiers on the land, and totel 
expenditures on land settlement of various kinds were greater 
than railway expenditures, In the period 1924-28, railways, 
water supply, harbours, roads and bridges were the chief items. 

Rough approximations of state loan expenditures over 


the entire period would be as follows: 


ies) 7 


ss choMee 808 oft ba ‘Aer nemue. eae enw 8 
percent tho ah idpy ae BRB. 108E wolae uit 


aot 


nt seilan BaYTs ys edode S.' tid Enemas eds, Yo (edb 


a4 
+ 


an As 


snbed opal toda ot ) aaotas hie’ histxes tot fas 


rapolios eB. bowce rene (as £008 


fi 


yn 
“k 


’ 
is Lr OLE, ws be dwato: _devont _ 7 
a vier ote omrgiemnn mie chs ns ae —a Pet A > 
A 7 a4 
; ‘ ' “er” Ty 
OO pure. ; 
~ ; 
on at ‘ ? 2 oy up OC 7 2” ey ~ 1 
tout? om ol ORIG C | if # Lopmngnimo® hb 
po ee onre wel epeneneng ghee Gn maee? i _ pee Rs : fe 
BEOLyOr sans rer Lin 
I ie ’ 7 & * . Boss T ' i rin é 
Sa _ Pval sag tes p 7 ee hy see : 


f R é 580. es SSRs BOGOR 
} | | Bek 3 | 18,00 & attane, 
are ; 89 4 RG py ( aul | . : ediqne, 

at Teeter Canis ) eek eath tio tae) ~ 8 thveque: nna erty 10. 
fb NOR | eae BW Mt “ho dsivOO8 Bey. ote 308 vag 
at twee neicng “ot Baked sonaitsd end evar visa nord eis a2 
pee) Dive 7). aM Se ee ottdoy po Dent si fe 
BERL, oF, GREE MGA» Re yd hensesont, 'y. 

ridin? pene lst vee ef eo ob aS ao ori nl axaonont ents 


OWE HAO, aa en. OS, » LONE, mt mt SUL ea | onsrat Lonegee Le se ‘ 


nee i 
: 72 imi 
09 , O90, P48 128-08" af 1 OKO, 000, vi aew +h @8 Eek: 


im oii ign te apiopl? If) 000,000, 8% 
v ugedts kaido ‘att ¢ OL» LOEF )figbiog 2 
e OLE i Botseq eit sot evans natew bag. 


nel dite, c1odPhheqxs fetes. od Thad teee bod ut ivanos, 


eco) kata aned enometsve)- 703. Rael fo ‘eseoto un faa etek 
iofivrane Oi abae OLew Betue Paaayee | er ths dR OSAL at 


LatnoY hop  bort .adt oo Bess biol on tor% Bs 
mz 7 Fay ? : . a i 

mat Wield elew Bonls ano Sey 16 ‘dnage,! Sint Saat 8 

eyawsten .BS-BeL boksog ‘alls nt. ne me 


._ Sotve ed ‘ on 84 ha ne 


; > 


iii’ Somme the woane wat atatd’S 


; a 
| # 
es 


& 000 
Approx. Total Approx. Total to 
to 1901 1901-1928 22.25 

Railways and tramways 124,000 202,700 026,700 
Water supply, water con- 
servation, and sewerage 26,800 78,600 105 , 400 
Advances to settlers and 
purchase of land for settle- 
ment a 000 83,000 85 , 000 
herbours, rivers, roads and 
bridges 20,800 48,500 69 , 300 
mit oLner,. including. public 
buildings, electricity under- 
pines, ceyenue deficits 
funded, etc. 24,609 93,700 tLe oOo 
Total 198,200 506,500 704,700 


A considerable portion of Australian public debt was in- 
curred overseas. -In the period before federation, London was 
Partially the only source of capital for Australia, and in 1901 
the sterling debt amounted to 86% of total state public debt. 

Tre trend had already changed, however, and by 1912 the proportion 
was 70%. In 1928, 40% of Commonwealth debt and 58% of state debt 
was payable overseas, chiefly in London, though a few loans had 
been floated in New York. Total public debt payable overseas, 
amounting to 970,000,000, was 52% of combined Commonwealth and 
State public debt in 1928, 

The rate of interest payable has varied considerably. (fn 
1902 state debt was subject to an average rate of 3.68%. By 1925 
the average for all state dept outstanding was 4.85% and there wes 
little change until the conversion in 1931-2. For Commonwealth 
debt the average in 1918 wes 4.4%, and in 1928, 5.2%. As between 


Overseas and internal debt, average rates at June 30, 1928 were 


as follows: Overseas internal a a 
% 0 

Commonwealth 5.00 5.08 5620 

otates 4.70 Dead 4.91 


Together 4.79 SE, 5.02 
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Comparisions of public debt figures are always rendered 
difficult by the differences between countries, states and pro- 
vinces with respect to the particular activities of various 
authorities. Thus in Australia some 45% of total state debt out- % 
standing in 1928 had been incurred for capital expenditure on 
government railways. As between states, the proportion varies 
from under 30% to 55%. Other loan expenditures are also repre- 
sented, in various degrees, by capital assets, some directly 
productive of income Pliner Lor. tne covernments or the inhabitants 
Os the States. A further complicaticn arises from differences in 
the division of functions between stete governments and munici- 
Bet itiec, Complete records of municipal finance for earlier 
years are not available, but the Commonwealth Year Book eer 
a summary statement of municipal and semi-governmental debt in 
1933-34 which, when added to state debt, enables a somewhat better 


comparison to be made between states, as follows: 


EB ooole) 

rer 
State Debt'@) other Debt(>) _ Grand Total Capita 

Municipal Semi-govern- & OOO tb 
lle andi lle alg ga TC Mental bpOdLes a a 
ie Ds. We 524,607 34,061 11,514 970,182 141.2 
Victoria pei Wi Ps L1L,976 oO) se0G cae nee 121.4 
pereonsiand 117,817 15,183 928 155,928 L39ye 
South A. 104,614 769 1,399 LOG ./ oe 1694. 
Western A. 85 , 848 5,164 92 89,104 AOS 
Tasmania GO ,OO0 , 2,755 74 26,459 LLB. 
Total States82° ,508 67,888 ro eat AS) 948,671 142.4 
Commonwealth debt for Commonwealth purposes 593,051 DG. 
Public debt of Australia, June 30, 19354 1,341,722 204 a2 


(a) Including amounts owed to state governments by “municipal 


and semi-governmental bodies". 


(bo) Debts of municipal and semi-governmental bodies other than 


their indebtedness to state governments. 


(c) Face value, irrespective of foreign exchange variations. 
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(2) Commonwealth Loans to States 

An outstanding illustration of the close connection between 
Commonwealth and state finances from early times is afforded by 
the extent to which loans were made by the central to the local 
governments. In effect, the credit of the whole country was 
utilized for the benefit of the constituent parts, a development 
which, beginning long before the inauguration of the Loan Council, 
took many different forms. 

The first of such loans was mede soon after the passing of 
the Australian Notes Act of 1910. E77 that Act the Commonwealth 
Treasurer was authorized to issue notes (directly analogous to 
the former Dominion Notes in Canada) which should be legal tender 
throughout Australia and redecmable at the seat oY the federal 
government. As only a 25% gold reserve was required to be kept, 


there was considerable latitude in the amount of notes that 


v 


might be issued, although in fact emissions were only made 
against either gold or investments. Under the latter category 
came what were really loans from the Australian Notes Account 
(which was kept in the Commonwealth Trust Fund) to both the 
Commonwealth and state governments, new government securities 
being sold directly to the Account. 

As at December 27, 1912 the amount of such loans outstanding 
to state governments, and represented chiefly by short-term 
securities including Treasury Bills, wes 46,948,000. 

In the year 1915-14 the Commonwealth began to call in such 
advances so far as possible, but on the outbreak of the iar the 
trend was once more reversed. It seemed probable that loans for 
other than military purposes would be difficult to obtain in 
London. But cessation of loans would have seriously embarrassed 
several of the states which were committed to a vigorous public 
works and developmental policy. The Commonwealth Government met 
the situation by agreeing to lend the states (except Queensiand, 
which did not enter the arrangement) a totel of £18,000,000. The 
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money was taken entirely from the Australian Notes Account (against 
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debentures and treasury bills of the states), was paid in monthly 
instalments, and bore interest at 4 1/8%. Repayment was to be 
made within five years of termination of the War, but not later 
than 1925. The total amount so loaned was about £22,000,000. 

The next development, also as a means of assisting the 
states' public works programs, consisted of loans to the states 
of money raised by public loans on the credit of the Commonwealth. 

This was authorized by two Acts of 1916, and during 1916-19 the 
sum of £16,750,000 was lent to the states out of the proceeds of 
Commonwealth loans contracted in London, carrying interest at 
54% and 53%. 

The above amounts represented unconditional loans. In 
addition, subsequent to the war, other sums were loaned to the 
states for specific purposes, including soldiers settlement, 
construction of facilities for wheat storage, immigration, the 
provision of reserve employment for returned soldiers, etc. 
Between 1919 and 1924 such loans, chiefly for purposes of soldiers 
settlement and made out of the Commonwealth War Loan Fund, came 
to a total of approximately 438,500,000. 

Again, after 1924, the Commonwealth adopted the practice 
of 1916-18, namely raising loans specifically on behalf of the 
states, the total amount being approximately £69,000,000 in the 
four years 1924-28. The proceeds were used chiefly for public 
works. Conversion operations are not included. ‘Some of these 
loans were raised under the auspices ofthe fivstsvinformeal 

Loan Council, discussed below. 

Taking these various items together, between 1911 and 
1928 the states were enabled to obtain loans to the amount of 
about 145,000,000 in addition to their borrowings from the 


general public. 


(3) .The first Loan Council 
As early as 1914 a Conference of Treasurers considered 


proposals to prevent competition for loans among the states, but 
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no formal method of co-operation was achieved. Inter-governmental 
conferences have been the rule rather than the exception in 
Australia, notably the Premiers' Conferences, held almost every 
year since the establishment of the Commonwealth, and it was to 
be expected that some further progress with regard to loen 
flotation would eventually be made. It was in 1923 that a spec- 
izic body was first set up, consisting of the Treasurers of the 
Commonwealth and of the states, and owing its creation to re- 
presentations made by the Commonweai sh. The already existing 
practice of the Commonwealth in using its credit to assist the 
raising of money for the states was thus greatly facilitated, 
although the original object in establishing the Australian Loan 
Council was to prevent undue competition and clashing in the 
raising of loans so far as these were raised by the separate 
governments. 

At its first meeting, in February 1924, the Council con- 
centrated upon securing co-operation among the several govern- 
ments with regard to their several loan flotations. The terms 
of ait Loans to be made during the: balance of the year 1925-24 
were agreed to, and timing was so arranged as not to interfere 
With the Commonwealth's flotation of its War Gratuity Redemption 
and Conversion Loan. 

At meetings in June and July 1924 the Council further 
developed plans for control and limitation of borrowing, in- 


a 


eluding the idea of having some central body functioning on 


behalf of both states and Commonwealth. All governments accepted 
the Council's recommendations for reductions in contemplated loan 
programmes, and the Council itself decided the proportion of 
overseas to internal borrowing in 1924-25, All borrowings in 
that year were carried out in accordance with the Council's 
plans. For the following year, it was agreed that no internal 
borrowings should be undertaken until the successful conversion 


of £67,000,0C0O of Commonwealth War Loan maturing in December 


1925. This was carried out, but the voluntary Council virtually 
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came to an end when New South Wales withdrew late in 1925 in 
order to re-assume freedom of action in raising loans greater 
than the Council would approve. The experience gained and the 
precedents established under this voluntary scheme, however, were 
of the greatest value in supplying an additional incentive oe 
consummation of the Financial Agreement of 1927 and in the 
successful working of the new Loan Council thereby established by 


law with compulsory powers. 


(4) Taxation 

At the time of federation most of the states had in force 
virtually every form of taxation, including income taxes. By 
the constitution they were restricted to direct taxes, while the 
Commonwealth was given unlimited power of taxation, although at 
the time it may well have been taken for granted that indirect 
taxes would more than suffice for Commonwealth purposes, as ins 
deed would have been very largely the case but for the War. 

Customs and excise duties constituted over three-fourths 
Orreveabe tax revenues prior to federation, and transference of 
these to the Commonwealth resul ted ine Leese eurplus [or 1G, 
Pao a ceticit for the states, it is not surprising, therefore, 
to find the following in the Commonwealth Year Book for 1908: 
"The question of the imposition by the Commonwealth Parliament 
of direct taxes such as land and income taxes is one which nas 
been the subject of considerable discussion, and the opinion has 
been expressed that the i.tention of the framers of the constitut- 
jon was that of restricting the taxation powers of the Common- 
wealth to the imposition of customs and excise duties except in 
cases of great national peril." Certaihly there is no such 
limitation in the language of the constitution, and in any case 
the War supplied full justification from every point of view for 
the imposition of direct taxes by the Commonwealth. 


Taxation in Australia at various dates may be seen from 


the following, which shows total tax collections, whether receipts 
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formed part of Consolidated Revenue Funds or were paid into 


special funds, but excluding lottery taxes. 


Tax Collections 


Fiscal Commonwealth States Together Together 
Year 5000 £000 5000 per capita 
1901-02 8,894 2,812 Liaw & 3.06 
1909-10 11,595 4,113 £5,706 53.63 
1914-15 16,570 6,996 25,866 4.80 
1919-20 41,102 14,299 55,401 10.45 
1924-25 52,836 22,654 75,470 12.84 
1927-28 56,638 o1,813 88 , 451 14.16 
1930-31 50,420 55,476 85 ,896 13.23 
1934-35 08,755 36,019 94,774 14.15 
1956-37 62,846 45,457 108,303 15.92 

Direct and Indirect Taxes 
5000 
Direct 
indirect Total Direct Commonwealth States 
1901-02 8,894 2,812 ja in id 2,812 
1909-10 11,593 4,113 Bid 4,113 
1914-15 14,877 8,989 1,993 6,996 
1919-20 214075 55,826 19,927 14,299 
1924-25 Ov joo I80'77 15 ,643 22,654 
1927-28 41,447 47,004 Loy LOL 51,813 
1930-31 Od. 70S 54,128 18,652 59,476 
1934-35 47 Pee 47,552 124535 36,019 
1936-37 50,989 57,514 Ei, OO 45.457 


The change in the situation as between states may be seen 


from the following figures of per capita taxation: 


1901-2 1927-8 1934-5 
£ 4 gq 

New South Wales O.62 0.44 sues) 
Victoria Oe70 414 4.90 
Queensland OL57 O.L0 6.74 
South Australia ato Caor 5.60 
Western Australia 0.89 ee sete 9) 
Tasmania 0.64 Syeel ®) oe te 
All States 0.74 Oe Daoc 
Commonwealth ie 9.06 Sey 
Australian Total oer 14.16 14é.15_ 


By 1910 all states were levying probate and succession 
duties, stamp duties, land tax, and income tax, and as well were 
deriving substantial revenues from sales and rentals of crown 
The only avenue of increased revenue was 


Jands, licences, etc. 


raising the rates of taxation. Commonwealth taxation, consisting 
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RA os 
solely of customs and excise duties up to 1910, broadened during 
1910-20, chiefly as a result of the War, to cover the whole 
field of direct taxation. The first land tax was enacted in 
1910, with the special object of breaking up large estates. An 
estate duties tax was levied in 1914; income tax in 1915; en- 
tertainments tax in 1916; and a "War Time Profits" tax in 1917, 
the latter affecting only profits arising prior to June 30, 1919. 

Commonwealth direct taxes reached their peak in the period 
1919-22, exceeding state taxation by 25%, but thereafter Common- 
wealth revenues from this source declined somewhat as a result 
of reductions in rates while state tax revenue doubled between 
hacwrand L927 , 

The Commonwealth's duplication of all their taxes naturally 
lowered the maximum revenue available to the states, and the 
increase which they achieved up to 1927 seems to have nearly ex- 
hausted their revenue possibilities. (Relative severity of 
taxation as between states is discussed in connection with the 
Commonwealth Grants Commission.) But tax duplication became a 
matter of controversy in federal-state relations long before 
this point was reached and was discussed at numerous conferences. 
The quantity of Commonwealth revenues from direct taxes had an 
obvious connection with the need of the states for increased 
federal subsidies, and on the administrative side the lack of 
uniformity in tax laws, perticularly as between the states as a 
group and the Commonwealth, and the overlapping of collection 
agencies, were also a source of dissatisfaction. Proposals for 
re-division of fields of taxation were made at numerous Premiers’ 
Conferences from 1919 on, in connection with adjustment of the 
subsidy system. Attention was chiefly centred on the income tax, 


whose importance may be judged from the following: 
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Commonwealth 1919-20 1927-28 
4000 
Total direct taxation Lo .0e 7 Lao Oa. 
Income tax only 12,848 LO 65 
States 
Total taxation 14,299 OL, BLS 
Income tax only 6,605 19,027 


However, lacking any constitutional change in legislative 
functions, it would have been impossible for the Commonwealth 
to have given up even the income tax, which alone brought in 
more revenue than the cost of the per capita subsidies. Such an 
adjustment would also have failed to deal with the growing 
problem of the special needs of several states which were re- 
ceiving special grants, and in fact would have aggravated their 
difficulties, since in those states, federal income tax collec- 
tions were less than the per capita subsidies, 

The states, on the other hand, were unwilling to give up 
any of their existing sources of revenue, so that no action 
resulted from the opinion expressed by the Royal Commission 
(1920) on taxation that the power to impose an income tax should 
be exclusively vested in the Commonwealth, and that all other 
forms of direct taxatiom should belong solely to the states, 
subject only to overriding powers of the Commonwealth in time 
of war (Second Report, 1922). 

With respect to administration, however, some progress 
was made. In 1921 an agreement between Western Australia and 
the Commonwealth went into effect whereby the two tax departments 
were consolidated under the control of the Commonwealth, which 
undertakes the collectiom of all state taxes and receives com- 
pensation from the state for the work. With regard to the other 
states, after seven years of negotiation agreement was reached 
on only one specific form of taxation, the income tax. By the 
1923 agreements, both Commonwealth and state income taxes (in 
all states except Western Australia) are collected by state 
officers; the administration of the income tax is in accordance 


with the Commonwealth Income Tax Assessment Act, and a single 
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return is used except for income derived from more than one 
state. The cost of administration is of course partly paid by 
the Commonwealth. 

(5) Co-operation between Commonwealth and States 
in governmental activities. 

There have been several instances of co-operation between 
governments, chiefly in the form of joint Commonwealth and state 
expenditures on undertakings which the states were not able, and 
the Commonwealth unwilling, to undertake alone, 

The largest of such undertakings, already mentioned in 
connection with Commonwealth loans to states, was that of settle- 
Pens Ol rTéerurned Soldiers on the land. In 1917 at the Premiers’ 
Conference in Melbourne it was agreed that the states should 
undertake such work, and that the Commonwealth should obtain and 
loan to them the necessary funds. At a similar conference in 
1919 the amount to be provided was fixed at 535,000,000, and in 
1920 the maximum amount im respect of each settler was agreed at 
$1,000. These sums covered both advances to settlers as working 
capital and expenditures by the states for land purchases and 
public works incidental to settlement. 

The original arrangement between the governments provided 
that the loans should be made to settlers by the states at 
reasonable rates of interest not exceeding 34% in the first year, 
imcreasing by 4% in each subsequent year to the full rate of 
interest at which the money had been raised, plus working ex- 
menses, the difference between these rates and the rate paid by 
the government to be borne equally by the Commonwealth Govern- 
ment and the state government concerned. 

The project was thus intended as essentially a self-support~ 
ing loan scheme, subject to the one qualification that interest 
losses in the carly years would be paid by governments, and such 
net Losses were to be shared equally between the central and 
local authorities. Two changes were subsequently made, each 


increasing the Commonwealth contribution. The first was that 
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the Commonwealth granted a rebate of interest (to the states) 
equal to 24% per annum during a period of five years from the 
date of payment to the state of each instalment of loan money. 
Such rebates of interest amounted to approximately 454,750,000. 

Remissions of capital to the amount of 57,600,000 were 
also subsequently meade by the Commonwealth. The Report of Mr. 
Justice Pike on which such action was based had found that gross 
losses up to 1929, including losses on interest, on excessive 
management costs, and through failure of repayments by settlers, 
amounted to $25,500,000. The Report stated that in all negotia- 
tions between the Governments concerning soldier settlement the 
states had insisted on undivided control and should therefore 
bear full financial responsibility except as otherwise agreed. 
However, as a practical compromise, and in line with the original 
Principle of equal sharing of interest losses, the Report re- 
commended and the Commonwealth agreed that the total loss should 
be shared equally. The Commonwealth hed already, in fact, gone 
pert of the way by a remission of 55,000,000 in 1925, 

Of the loans made, 527,000,000 were still unpaid by the 
states at June 30, 1955. 

Other examples of loans by the Commonwealth to the states 
for expenditure on public works have already been mentioned. 
(subsection (2) supra) In such cases, there appears to have 
been no control by the Commonwealth over the expenditures. The 
case was different, however, with the so-called "grants to the 
states" for roads. These commenced with the Main Roads Develop- 
ment Act of 1922, under which and subsequent acts a total of 
$1,750,000 was provided by the Commonwealth from 1922 to 1926 
for the purpose of reconditioning certain main roads. The states 
)were required to find an additional 41,500,000, and all expendi- 
tures had to be approved by the Commonwealth Government. The 
“plan was greatly extended by the Federal Aid Roads Act of 1926, 
under the authority of which the Commonwealth entered into an 


agreement with each state, which agreements taken together 
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required an annual expenditure of £2,000,000 by the Commonwealth 
and 51,500,000 by the states. The plan introduced a consider- 
able measure of federal control over state activities by re- 
quiring that a portion of the states' contribution should be 
met Sih of revenue, by the limitation of expenditure of the 
grant to construction and requiring the states to be solely 
responsible for maintenance, and by the provision that all road 
projects must be approved by the Commonwealth Minister. One 
result was that roads so built paralleled the state railways, 
"bleeders instead of feeders" as txey were called, and it was 
claimed by the states that this co:.tributed largely to the great 
drop in railway revenues, especially after the onset of the 
depression. Criticism was also made on the ground that state 
expenditures were unnecesserily increased since a state govern- 
ment could not resist pressure from its people to take advantage 
of the federal offer. 

The federal contribution was largely financed from customs 
end excise duties om petrol. In 1931 the plan was altered by 
limiting federal payments to revenue so received. The diffi- 
culties of the states were also alleviated by two substantial 
alterations in the whole scheme: the requirement of state 
contribution was dropped, and the federal contribution was per- 
mitted to be spent om maintenance. 

In Australia, it would appear that the federal authorities 
have never admitted or essumed direct responsibility for either 
roads or railways. The manner and extent of federal assistance 
in connection with roads indicates special action partaking of 
the general character of piece-meal, limited federal action to 
meet some immediate need, which arose, however, out of the in- 
creasingly unsatisfactory status of federal-state financial 
relations, It was, im a sense, a recognition of the inadequacy 
of the system of per capita subsidies and also a partial adjust- 
ment of inequalities between states, since the federal contri- 


bution was allocated as to three-fifths in proportion to 


population and as to two-fifth in proportion to 
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area. This last provisiom was of particular benefit to Western 
Australia, which has the greatest area, with a large part of it 
virtually unpopulated. 

No assistance has been given to the state government 
railways, but the federal nature of transcontinental railways has 
been recognized. Provision was made in the Northern Territory 
Acceptance Act of 1910 for the construction of a line to South 
Australia, but to date the northern portion of the line extends 
only 316 miles from Darwin. The southern portion as then 
existing (Port Augusta to Oodnadatta, entirely in South 
Australia) was taken over by the Commonwealth, but no progress 
towards extending it was made until 1926, when an agreement was 
made with South Australia providing for an extensiom of 293 
miles, constructed at Commonwealth expense and forming part of 
the federal railway system. 

The largest federal undertaking has been the so-called 
Trans-Australian Railway from Kalgoorlie in the Western 
Australian goldfields to Port Augusta in South Australia, a 
distance of 1,052 miles, the line being completed an LOL7. | Fhe 
states concerned ceded land for the right-of-way. 

,As at June 50, 1935 there were 2,145 miles of federal 
railways in operation, the total cost for construction and 
equipment of which was $15,675,000. Since 1929 there has been 
an average annual operating loss, before meeting interest, of 
about £75,000. 

The various railwey systems in Australia have a number of 
different track gauges, to the detriment of interstate traffic. 
The first step towards uniform gauge railway communication between 
state capitals was taken by the Grafton to South Brisbane Rail- 
way Act of 1924. The original arrangement is an interesting 
example of inter-governmental co-operation. The Commonwealth 
paid the entire cost of relaying part and constructing the re- 
mainder (95 miles) of the line, but ownership and operation were 


vested in the respective railway systems of New South Wales and 
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Queensland. One-fifth of the cost was deemed to have been 


incurred on behalf of the Commonwealth, and four-fifths on behalf 
of the five mainland states in proportion to population. The 
latter, however, were to be relieved of financial obligation 

out of surplus earnings of the line, such surplus to be applied 
in payments to the Commonwealth in respect of interest on the 
quotas, first of Victoria, South Australia and Western Australia, 
next of Queemsland and New South Wales, and lastly of the Common- 
wealth itself. However, the three states not directly affected 
refused to enter into the agreement, and their quotas were 
assumed by the Commonwealth. The line was opened in 1930, and 
the total capital cost to June 30, 1935, was 54,564,000. 

Two other instances of co-operation and joint expenditures 
have to do with irrigation and immigration, the former a par- 
ticular measure to deal with a special situation and the latter 
a more general project to accommodate conflicting jurisdictions. 

The Murray River constitutes the major portion of the 
boundary between Victoria and New South Wales and then flows 
through South Australia to the sea. Problems arising from the 
use and diversion of its waters threatened to result in prolonged 
litigation between the three states. The difficulties were 
resolved by the River Murray Agreement entered into between the 
three states and the Commonwealth im 1914, and brought into 
operation in 1917. The agreement determined the locks, dams and 
reservoirs to be constructed and led to the appointment of the 
River Murray Commission as an administrative body representative 
of the four governments. The works were to be constructed by the 
states, with the total estimated cost of 44,663,000 to be borne 
equally among them except for a contribution of £1,000,000 from 
the Commonwealth. An agreement of 1923, ratified by the four 
Parliaments and in force from 1924, enlarged the scope of the 
undertakings and increased the Commonwealth's contribution to 
a full quarter share. It has since been estimated that the 


ultimate cost of the project as a whole will be some 415,000,000, 
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Federal activity im connection nie immigration was for 
20 years confined to exhibitions and advertising overseas. This 
was changed in 1920, when an agreement was entered into with the 
states whereby the Commonwealth undertook the work of recruiting, 
selecting, and assisting the transport of immigrants in accord- 
ance with advice from the states as to the number and classes 
they were prepared to receive, and the states accepted the 
responsibility of finding employment for immigrants or settling 
them on the land. The Commonwealth undertook all publicity and 
propaganda abroad. Under the scheme the Commonwealth donated 
£12 towards the passages of approved settlers. Since 1925 
joint contributions have been made by the Commonwealth and 
United Kingdom at about double the foregoing rate. 

In addition, im April 1925 the British and Commonwealth 
Governments entered into an agreement whereby loan moneys were 
to be furnished the states at low rates of interest, to enable 
land to be made available for new or increased settlement or to 
enable the carrying out of such public works as would tend to 
develop and expand settlement areas. A maximum amount of 
634,000,000 would be provided with a view to the absorption of 
450,000 settlers over a period of 10 years, the states being 
required to accept and settle satisfactorily one assisted 
immigrant for each £75 advanced. The agreement was accepted by 
all states, but mo large migratiom took place under the scheme. 
Administratiom was vested in the (Commonwealth ) Development and 
Migration Commission, appointed in 1926. After five years of 
investigatiom it had been able by 1931 to recommend the expendi- 
ture of only 46 millions, and its reports show that it thought 


much current loam expenditure was uneconomic. 
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Immigration Statistics 


1921-5 1926-30 1931-35 
Total arrivals 478,052 470,480 239 , 323 
Net immigration 173,543 130,058 -10,886 
Assisted immigration 115,448 99,403 781 


Commonwealth loans to states for immigration, outstanding 
on June 30, 1928, were $5,195,000, of which 54,315,000 was 


provided during 1924-28. 
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VI SPECIAL GRANTS TO INDIVIDUAL STATES 


(1) Historical summary 


Australia is outstanding among fedcorations not only for 
the magnitude of payments by the contral government to all 
states upon a uniform basis, but also for the extent to which 
the special difficultics of two or three states have been rec- 
ognizea as a matter of national concern and alleviated by pay- 
ments from the national trcoasury. 

Such payments may be summarized briefly as follows: 

By the Surplus Revenue Act of 1910 the State of Western Aus- 
tralia was given an annual grant for 25 years, cormeneing with 
250,000 in 1910-11 and decreasing annually by 410,000. ‘Por 
192526 such provisions were replaced by a grant of £450,000. 
“The States Grants Act of 1927 provided a grant of £300,000 
annually for five years cormencing with 1926-27. This was con- 
tinued in 1931-32, and increased to £500,000 in 1932-33 and 
“$600,000 in 1935-34. In the three subscqucnt years the Grants 
Commission awarded Western Australia £600,000, £800,000 and 
£500,000 respectively. 

The Tasmanian Grants Acts of 1912 and 1913 gave that state 
£95,000 in 1912-13, £90,000 annually for the next cight ycars, 
and £85,000 in 1921-22. Acts of 1922 and 1923 continued this 
sum for two further years. The Tasmanian Grants Act of 1924 
provided for payments over a period of five years commencing 
with £85,000 in 1924-25 end decreasing by £17,000 per annum. 

In addition, the Commonwealth withdrew from lottcry taxation 
and in 1924-25 handed over to Tasmanian the amount of £61,000 
@lready collected in that ycar. The States Grants Act of 1927 
altered the grant to £378,000 annually for 1926-7 and 1927-28. 
Further Acts granted £220,000 in 1928-29 and £250,000 annually 
for five years commencing with 1929-30. This again was altered 
to $330,000 in 1932-33 and £380,000 in 1933834. For the three 


following years the Grants Commission awarded £400,000, £450,000 
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and £600,000 respectively. 

South Australia first reccived a special grant in 1929-30, 
the ariount being £360,000. In 1930-31 the amount was £1,170,000 
and in each of the next two years £1,000,000, followed by 
1,150,000 in 1933-34, For the three following years the 
Gronts Commission awarded £1,400,000, £1,500,000 and £1,330,000 
respectively. 

A clearer picture of the size of these special grmts in 
recent years may be obtained from the per capita figures, which 


are as follows: 


Western South 

Australia Tasnania Australia 
1931-32 ~ 0.69 & 1.09 Foi LielS 
1932-33 Ae 1.43 1,735 
1933-34 Lo) y, 1.64 dis 
1934-35 1.36 1.73 £040 
1935-36 1.22 1393 £056 
1936-37 eL 2.55 2.26 


All these grants were in addition to other paynents 
received from the Commonwealth under gcneral schemes applicable 
to all states, such as the per capita subsidies, roads grants, 
and payments under the Financial Agreement. An important 
factor in making the grants has been recognition of the claimant 
states' difficulties by the other states, and support given by 
the latter and their revresentatives in the federal Parlianent 
to the claims of the fo mer for special assistance. 

Search for the principle underlying such grants prior to 
1934-35 is arduous and unavailing, for the Grants Commission 
itself, commencing its work in 1934 after 24 years of grants, 
could find none. A claimant state usually based its clain 
chiefly on the argument that federal policy had benefited other 
states but injured it. In a minor key it was also suggested 
that the solvency of cach state, and the maintenance therein of 
the Australian standard of governmental living, were matters of 


concern to the rest of the nation. Tasmania appears to have 
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been the strongest protagonist of this second argument, which 
does not depend for its strength upon the actual cause of a 
state's difficulties. In Western Australia, on the other hana, 
this line of argument was reinforced by the growing secession 
movement which came to a head in 1934. 
| On the part of the Commonwealth there is little evidence 
of any consistent principle. The governing consideration seems 
to have been expediency, leading tc temporary ad hoc settlements, 
in the absence of any apparent inclination to make a far-reaching 
survey and settlement of the problem -- prior, of course, to the 
establishment of the Commonwealth Grants Commission. The 
grants to Western Australia in 1910 and Tasmania in 1912 and 
1915 were a partial exception to this statement. These were 
given in recognition of the fact that these States would suffer 
more than the others from the reduction in general payments as a 
result of the substitution of the per capita subsidy for the 
Braddon Clause payments. In the case of Western Australia, 
the conference of 1909 which agreed to the new form of payments 
itself provided for the special grant to that State, "in view of 
the large contribution to the customs revenue per capita made by 
the State of Western Australia". This seems to regard the sit- 
uation not directly as a case requiring compensation for disa-~ 
bilities resulting from federal policy, but as requiring ad- 
justment with a view to each state's per capita subsidy being 
roughly in proportion to Sts contribution to federal revenues, 
With regard to Tasmania's claim, first put forward in 1911, 
the Commonwealth Yoar Book for 1912 says that in 1911 a Royal 
Commission r2ported on the matter and recommended the payment 
ultimately made by the Acts of 1912 and 1913, the recommendation 
being made "in view of the dislocation of the state finances due 
to federation." 

But in any case these carly grants were regarded as 
temporary measures to facilitate a gradual transition to the 


new system. With the renewed difficulties of these non- 
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incustrial states after the War, Commonwealth policy gives the 
appearance of incccision and drift, increasingly large enounts 
being granted as temporary palliatives but without agreement on 
principle. There was evident disinclination to regard the 
problem as other than temporary, and grants were usually made for 
one or two years at a tine. 

After many years of such temporizing, the Comnonwealth 
Parlianent's Joint Comaittec on Public Accounts, reporting in 
1930 on the question of Tasmaniats disabilities, recommended 
strongly that "A pcrmanent body should be appointed to make a 
continuous study of the financial relations of the Cormonwealth 
and the states", and that “uniform methods and procedure in 
relation to financial assistance to the states should be cvolved", 
for which purpose "the cssential requircrnent is that all questions 
of state grants should be referred to thc same body for investi- 
Zation.<.sss6.& body capable of evolving definite basic eineipics 
under which the clains of any state may be ncasured or asscsscd 
from time to time without the necessity for protracted investi- 
gation", 

In naking this recommendation the Committee was following 
the suggestion of Professor L. F. Giblin, Ritchie Professor of 
Econonics in the University of Melbourne, and later to become 
a member of the first Grants Commission, made in an Appendix to 
"The Case for Tasmania, 1930" containing Tasmania's claim for 
an increased grant. In the following year the Joint Comnittec's 
report on South Australia repeated the recommendation, and the 
Comnonwealth Grants Cormiission was establishcd by statute in 
1933. This body is really 4 Royal Commission, required to 
inquire into and report upon clains for special grants as made 
by any State fron timo to tine; it differs from most other Royal 
Commissions in its character of permanency, and in the fact that 


Perlianent has, up to date, fully implercnted its recommendations. 
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(2) The nature of the Problen 

The outstanding factor was, and is, that the governments 
of the clainant states cannot function satisfactorily without 
special assistance. However nuch these states may base their 
claim upon disabilities suffered from foderation anc fadoral 
policies, they would not have obtained any compensation as such, 
nor any grant at all, were it not that their public finances 
were in worse condition than those of the other states. After 
1910 all the states functioned with more or less consistent 
deficits, and it was through the excess of their dcficits as 
compared with the other states, on a per capita basis and in 
relation to available resources, that the claims of Western 
Australia and Tasmania, and later of South Australia, entered 
the realm of practical politics. 

Between 1910 and 1927 the States of Western Australia 
and Tasmania had accumulated crude deficits, after deducting 
the occasional surpluses, of 46,167,000 and £507,000 respectively; 
but for their special grants, the same revenues and expenditures 
would have resulted in accumulated deficits of $9,617,000 and 
#2,170,000 respectively, as compared with a total of £8,802,000 
for the other four states not receiving special grants. On the 
basis of the mean populations in 1927 the accumulated per capita 
deficits were: 


1910-27 Accumulated Deficits, pcr capita 


Actual Without 
(ise. “with Special 
special grants) _Grants 
Western Australia £15.73 24.53 
Tasnania 2.58 10.19 


Other Four States 1.de8 L< Se 
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The situation became worse after 1927, and South Australia 
required large grants as well as the other two perennial grantoes. 
The following table shows the position of stete finances in the 
post-war period, with per capita figures on the basis of mean 
population in 1935: 


1920-1 to 1934-35 Accumulated Net Deficits 


Budget Deficits Without special grants 

£000 per capita £000 per capita 
Western Australia 7,802 $17.51 12,402 £27.85 
Tasmania Poo ies 4,569 19.90 
South Australia 9,005 15.39 15,085 25.78 
Other threc States 56,521 10.57 56,521 10.07 


The foregoing figures considerably undercstinate the real 
relative inferiority of the financial position of the claimant 
states since their deficits were to some extent kept dowm by un- 
sound methods of account necessitated by the impossibility of 
necting certain properly current cxpenditures, such as mainte- 
nance and depreciation on railways, out of revenues; while the 
deficits of the other states were swelled by the refusal of New 
South Wales to cconomize to the same degree as the rest. In 
1931-32, for instance, the first year of the Premiers' Plan and 
the last year of Mr. Lang's tenure of office, Now South Wales 
had a deficit of over £14,000,000, or one-quarter of the aggre- 
gate deficits of the “other three states" over the whole fifteen- 
year period in the above table. 

The disparity between states, and the absolute dependence 
of the weaker states unon direct federal assistance, arc porhaps 
made clearer by comparing such assistance with the amount of the 
statest tax revenucs. The following table covers the post-war 
period, divided at 1927, and expresses aggregate direct federal 
assistance to state revenues (namely, per capita subsidy 1920-2’, 
contribution towards interest and sinking fund payments 1927-35, 
and special grants) as a percentage of total state tax revenucs 


inclusive of taxes paid into special funds: 
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Fiscal Year 


1920-27 1927-35 _ 1954-55 
0 jo 70 
Western Australia on 56 50 
Tasnania oN 79 68 
South Australia 30 49 69 
Other Three States 30 25 24 
All States 34 30 Sl 


The Commonwealth payments, large as they bulked in relation 
to state tax revenues, were only 14% of Commonwealth tax receipts 
in 1920-27, and 18% in 1927-35. 

There were three basic causes, all interacting, for this 
evident disparity among the states--physical resources, influence 
of world conditions acting particularly through export prices, 
and the unequal incidence of federation and federal policy. 
Subsidiary causes werc, in the ease of Western Australia and 
South Australia, ccortain instances of imprudence in and nis- 
managenent of development projects, and in the case of Western 
Australie, failure (until reccntly) to impose as severe taxation 
as the other states. 

The situation is somewhat analogous to that in Canada, if 
regard be had to the chief cifferences between the states. On 
the one hand, New South Wales and Victoria are populous, pros- 
perous and industrialized states with many natural advantages. 
Although large producers of wheat and wool, such production is 
small in comparison with other lines of endeavour in sheltered 
industrics producing almost entirely for a protected home market 
and able to take full advantage both of fcderal tariff policy and 
interstate free trade. On the other hand, Westorn Australia and 
South Australia arc largely semi-arid, except for the coastal 
strip and the Murray River Basin, and severcly linited in pro- 
ductive capacity. (In the first decade of the century Western 
Australia was a large gold producer, but production dwindled to 
an average of $2,000,000 per annum in the decade 1921-30; sub- 
scquently currency depreciation stimulated production, which 
showed a steady rise to 57,325,000 in 1936). They have achieved 


great success in growing whoat by dry-farming methods, and in 
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the development of sheep suited to the country, but are nec- 
essarily largely confined by climate and natural resourccs to 
two products, wheat and wool, which must be sold abroad. Such 
specialization in export production means vulnerability to world 
influences and inability to charge a portion of their costs on 
the rest of the country. Moreover, the nature of the climate 
required costly experimentation before the usc and linitations 
of thcir territory could be determined; in particular, large 
capital expenditure by governments on communications and watcr 
supply had to precede settlement before it could be knowm with 
certainty whether such settlement would be successful. In 
Australia such expenditure, and notably that on railways, wes 
made by the states, not by the federal government. Tasmania is 
likewise a non-industrial state. Base metals for a time were a 
source of considerable incomc, but were seriously affected by 
the fall in world prices. lLumbering was also an industry of 
some importance, but forests are now badly depleted. Settled 
early, Tasmania for awhile flourished through sale of agricul- 
tural produce to the mainland. It is a rugged, mountainous 
country with abundant rainfall, but limited productive areas. 
Unlike Queensland, it "has no monopoly of its more specialized 
products and its comparative advantages have been whittled away 
by the growth of a self-sufficient agricultural policy in other 
states". This State has been in a depressed condition for many 
years, 

Finally, Qucenslan”. is :in a class by itself. It has today 
a certain amount of manufacturing industry, and fairly large 
pastoral production (chiefly wool), but the chief factor in its 
development, particularly of its semi-tropical area, has been 
the production and milling of sugar cane. It is cninently suited 
by nature for such production, but could not meet outside con- 
petition if it undertook the high cost of white labour without 
special assistance. The Commonwealth has consistently given 


such assistance, in early years by sugar bountios and later by 
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price agreenents between the state and the Commonwealth, rein- 
foreed by the latter's control of imports. The justification 
of such assistance has been that it was desired to populate tho 
north, and if the White Australia policy were to be followed, 
subsidization was necessary. Professor Giblin has stated that 
this one measure of assistance, which has been on a generous 
scale and much greater than the protection reccived by most lines 
of manufactures in the industrialized states, has sufficed to 
offset all disabilities of Queensland from other federal policy. 
He estinated that in 1935 the excess cost of sugar in Australia 
was $5,100,000, accruing chiefly to Queensland with its popu- 
lation of 970,000, most of whom Would not be there in the 
absence of such protection. 

Western Australia, South Australia and Tasmania, the 
"clainant states", are, then obviously not able to benefit by 
federal economic policy, and through increase of their costs of 
production and of living are in fact adversely affected by it. 
They are at a disadvantage compared with the othcr states not 
only because they have to bear such added costs without direct 
compensating benefit, but because the cost of their own dovel- 
opment has necessarily had to be met out of government funds, 
and only their owm government, whereas the cost of development 
of secondary industry is not a direct charge upon government 
finances, and is not borne solely by the states affected but is 
diffused over the whole country. Since this distinction between 
primary and secondary in‘ustry, in Australia as in Canada, is in 
large degree geographical as well as economic, state finances 
necessarily would reflect the relative advantages and disad- 
vantages of the two types of production, and particularly ina 
time of world depression, the first brunt of which is borne by 
primary production dependent on exports. 

The Grants Commission dwells at some lcngth, however, on 
certain benefits to the claimant states. They remark that the 


net cost of the tariff camnot be accurately measured, but they 
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are inclined to believe that it is very largely offset by (a) 
benefits to agricultural exports and gold production through de- 
preciation of exchange, and (b) excess of Commonwealth expendi- 
ture over Commonwealth revenue raised in the claimant states. The 
latter item of net benefit was calculated at £4.8 million in 
1934-35, of which the special grants constituted, in net benefit 
as opposed to their gross amount, £1.9 millions; the remainder, 
or £2.9, is described by the Commission as the net benefit under 
"the normal working of the federal scheme", but for its purposes 
the Commission takes the figure of £4.8 millions as the actual 
offset in that year to disabilities from tariff and other policies, 
in addition to the exchange benefit and various intangible bene- 
fits from belonging to a large nation. 

Two further points may be mentioned. The difficulties 
of Western and South Australia have not been enhanced during 
the depression by unusual drought. Throughout the period of low 
wheat and wool prices, rainfall was on the whole better than 
average and production increased. Secondly, the Commission 
found that these two states had been to some extent the authors 
of their own harm, through several notable instances of injudi- 
cious development projects and mismanagement of one or two others 
which with careful management might have been completely success- 
Pils 

(3) The Principles adopted by the Grants Commission 

Hach year, in supporting their claim for special 
assistance, the states continued to emphasize that they felt they 
were unduly burdened by federal policy which chiefly benefited the 
industrial states,and that they were entitled,as of right,to com- 
pensation. The Commission,however,has refused to accept this as 
the principle on which to base its recommendations. 

In its first report (1934) the Commission pointed out 
that it was extremely difficult,and in its view impossible,to mea- 
sure directly with any accuracy the net disadvantages to a state re- 


sulting from federation and federal policies. Moreover, such 
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disadvantages accrue nore to the people of the state, not directly 
to the state treasury. The Commission was concerned not with 
assisting or compensating regions or industrics, but with rec- 
ommcnding grants to augment the revenues of state governments, 

and it was obviously impossible to measure directly the cffect on 
state finances of the disabilitics of the people. But it was 
held that such disabilities would be reflected in the condition 
of state finances by comparison with other statcs, after adjusting 
for differences in budget accounting, tax severity, and scale of 
expenditures. After making such ad;ustments, the Commission held, 
the resulting degree of comparative inferiority, measured in 
revenuc deficit per capita, would completely reflect the effect 
of such disabilities on state finances, and therefore the neasure 
of such inferiority would give the crude basis of the measure of 
the grant required. It would, however, be greater than the mere 
effect of thc disabilities from federation, for (in the Commiss- 
ion's opinion) it would also include the offect of relative in- 
feriority of natural resources, and greater than average losses 
on loan works and state business undertakings. The Commission 
justified the inclusion of such items in the measure of the grant 
required, exccpt losses arising from mismanagement and extrava- 
gance,. 

The line adopted in the first report was adnittedly tenta- 
tive, and in the second report, while the same basis of measure- 
ment was adopted, the emopaasis was shifted with regard to the 
underlying principle. It‘was now held that the reasons for a 
State's relative financial inferiority were irrelevant--the 
gronts must be made in order to maintain certain standards 
throughout Australia. Disabilities from federal policy might be 
of interest as explaining, in part, the cause of the state's 
difficultics, but compensation for such disabilitics had no 
bearing, even indirectly, upon the principle justifying special 


grants. 
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This vicw was adopted as the permanent basis in the third 
report (1936) and seems now well cstablished despite the states’ 
continued insistence on their right to compensation. The 
Commission was no doubt fortificd in its determination to nega- 
tive the principle of compensation by the calculations it made 
which purport to show that compensation would not give as great 
a sum as a grant based on need. "Redressing the inequalities of 
the financial position of the states by special grants affords 
all the special relief necessary for the differential effects of 
federal policy on the people of different states." Here again 
it might be claimed that such would not be the case except in 
time of depression, but the Commission has firmly stated that 
there will be no grant at all if the only claim that can be made 
is for compensation, that is, if the claimant states are in a 
position where state finances are as satisfactory, on the basis 
adopted, as those of the other states. 

The Commission has, in fact, developed a new philosophical 
justification for special grants, making them essentially charit- 
able, from the point of view of the recipicnts, but acts of 
necessary self-preservation from the point of vicw of the 
Commonwealth as a whole. The principle is explained in chapter 
VI of the third report as follows: 

"Special grants are justified when a state through finan- 
cial stress from any cause is unable efficiently to discharge 
its functions as a member of the federation and should be deter- 
mined by the amount of help found necessary to make it possible 
for that state by reasonable effort to function at a standard 
not appreciably below that of other states." 

The extensive system of distribution of part of federal 
revenues to all states, from the beginning of federation, is 
described as “an accepted practice of transfcrring large and 
increasing sums from Commonwealth to state governments, primarily 
because the Commonwealth can raise the money more easily. All 


these transfcors have had some cffect in helping the weaker states, 
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and this has been, in part at least, the avowed purpose of sono 
of the transfors.....-seeeee. SOpocial grants arc thon continuous 
in principle with other transfers of Commonwealth revenuc to the 
states. They should be the amount required to complete the work 
beguy by other transfers, and to reduce the financial incquality 
of the states sufficiently for the harmonious and effective work- 
ing of federal government." 

The Commission nevertheless seems to find it necessary to 
justify grants, in some part, by the nature of the causes of 
financial inferiority, including disabilities from federal policy 
if the latter actually have an adverse effect on state finances. 
"The necessity of special grants arises from two different con- 
siderations. The financial scheme of the Commonwealth coupled 
with certain cconomic causes tends to produce incqualities as 
between the states, and where these are sufficicntly severe sone 
states find it impossible by their ow cfforts to discharge their 
functions with reasonable efficiency. In such circunstances, 
thore is a case for rectifying the inequalities." 

"States may also become so embarrassed financially by 
various causes, apart from the operation of federation, and sone- 
times by their own faulty policy, that they are unable properly 
to discharge their functions to their citizens or to the Cormon- 
wealth. Whenever they are in this position we say that special 
grants should be made......Thus we base special grants on needs." 

"The law of self-preservation is fundamental. A federation 
lives only while its Constituent governments live. If one of 
the governments becomes, or threatens to bacome, unable for finan- 
cial reasons to discharge its proper functions adequately, it is 
a first necessity for the federation to give such help as will 
make it possible...Without such help, the state must default. 

The Commonwealth is ultimately responsiblo for state debts, and 
is bound to meet all interest under pain of itsolf defaulting." 
(This last sontencc refers to the obligations of the Commonwealth 


under the Financial Agreement of 1927) 
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"Our method aims at a faircr apportionment of the financial 
resourecs of the Commonwealth.......All financial adjustnont 
within a federation is a means of distributing in a rational way 
the total finanviol resources: of the group > 1b Should not’ ba re- 
garded merely as a means of assisting states in difficulty." 

"If a state is in financial difficultics it must be made 
possible for it by 4 "reasonable" effort to get as good financial 
results as other states. The payment that will make it possible 
will be the special grant, and, if this can be estimated in a 
satisfactory way, the grant so determined will fully and ade- 
quately meet all claims that can properly be made for special 
grants for any cause whatsoever." 

(4) The measurement of the grante- 

An important clement in the Cormission's method is to 
aetermine the "reasonable effort" which a state is expected to 
make to attain financial stability, velore a special ‘grant will 
be made--or rather, as an offset to the amount of the grant as 
measured by actual need. 

The Commission decided that taking an average of conditions 
in Victoria, with a settled policy of grcat cconony of adminis-~- 
tration and low taxation, and in Queensland, which makes more 
liberal provision of services through high taxation, would give 
a "normal" standard for Australian state governments under 
present economic conditions." New South Wales was left out of 
consideration, in the more definitive and permanent methods 
adopted in the third report, as it “exhibits so many disturbing 
features." 

The Commission holds that no state should be required to 
endure much less than the normal standard of expenditure nor 
much more than the normal standard of taxation. The scope for 
economy in cxpenditures is regarded as very limited; debt 
charges cannot be reduced; salarics should not be reduced "much 
below the corresponding rates in private enployment" and in any 


case most such expcnditure is in railways where rates are fixcd 
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by the Commonwealth Arbitration Court; reduction in personnel 
has already gone as far as it can. Thus the mininum cffort, 
under present conditions, "should be equivalent to about 6 per 
cent on social services, which is about 3s per head of population", 
and even the maximum effort "should involve only a moderate 
departure from the normal", Maximum effort is moasured in terms 
not of eccononies, but of taxation. There is automatic adjustment 
of the grant according to the extent to which severity of taxation 
in a claimant state is greater or less than normal, but in add- 
ition such a state will have a deduction from its grant, according 
to circumstances, by way of requiring it to make the "maximum 
effort". Such @ deduction is not imposed as a matter of course, 
but only where it is deemed proper to demand greater than minimum 
effort of the state as a penalty for past extravagance or mistakes, 
such penalty to be tempered, however, by mercy in the case of a 
long history of adversity, or unfavourable future prospects. 
The maximum penalty is not great, for the chief source of taxation 
revenue is the income tax, in which "great differences between the 
states easily divert capital and cmployment from one state to 
another", & diversion which it was not desired to encourage. 
The Commission accordingly felt that no state should be required 
to increase its income tax much above the normal, and decided that 
"the maximum effort should be cquivalent to 10 per cent on severity 
of taxation". 

"The 'reasonable' effort required of any statc would then 
be equivalent, roughly, to 6 per cent reduction below normal 
social services with in addition an increase in severity of 
2ox4b10n Of anything from 0 to 10 per cent of the normal, accord- 
ing to circumstances. Thesc circumstances should be judged very 
generally, and should include not only the state's record of 
mistakes and extravagances beyond the average, but its previous 
history of adversity and its prospects of coming prosperity". 

This does not mean that the state must actually make the 


exact amount of cconomy in expenditure, or increase in taxation, 
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The amount so measured is deducted from what would otherwise 
be the grant, and it is left to the state to institute such 
economies or higher taxation (or greater expenditures or lower 
taxation, in some cases) as it sees fit, in order to bring its 


budget, when assisted by the grant actually made, more or less 


. in line with the “normal”, It is not a condition of the grant 


that the state should actually make any change at all in its 
taxation or expenditure, but the grant is so calculated that 
the state will be unable to keep its deficit as low as the 
standard deficit unless the indicated "effort" is made. How- 
ever, the Commission's Reports themselves speak of "requiring" 
that such effort be made, and similar language has accordingly 
been used in this memorandum, It is said that pressure of 
public opinion has in fact caused the claimant states to make 
some of the adjustments indicated, although so far the changes 
effected have been increases in taxation rather than reductions 
in expenditure on social services. 

The working out of such principles in assessing the 
grant for 1956-37 may be of interest. Each of the three 
claimant states was required to make an effort towards 
bettering its financial position by reducing its social expendi- 
ture to 94% of normal, if it were above such a figure. No 
additional taxation effort was required of Tasmania. South 
Australia was assessed an additional effort of 7% on normal 
severity of taxation, on account of past excesses and mistakes 
in loan expenditure. (But since actual taxation was even 
greater than the figure so arrived at, the grant was increased 
by the amount of the excess). For the same reason Western 
Australia would have been assessed 10%, but this was reduced to 
7% because “we think the Commonwealth has some special res- 
ponsibility on account of the development ¢f the north-west 
of Western Australia," and was further reduced to 5% on the 
ground that, although it is not admitted that the burden of the 


tariff outweighs net benefits from Commonwealth revenues and 
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expenditures, nevertheless such burden is greater in Western 
Australia than in South Australia. 

Such measurements oF additional effort were then 
deducted from the needs of the states as measured by relative 
budget position. In assessing such needs, the starting point 
is the per capita deficit of a claimant state as compared with 
the standard eriott. i.e. the average of Victoria and 
Queensland. The published deficits are adjusted for differences 
in methods of accounting, and, of course, the deficits of the 
claimant states have to be increased by the amount of the 
special grants in the year in question, in order to arrive at 
the total grant needed. (There is an inevitable lag of two 
years. Thus in assessing, in 1936, the grant for the year 
1936-37, the final financial statements for 1934-35 were 


the latest available.) 


(Page 56 follows) 
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The various deficits having been made comparable 
with each other, and the standard deficit calculated, it is 
then necessary in order to arrive at the "real" budgetary 
position, to make further adjustments in order to bring all 
states to a common standard of taxation and expenditure. The 
chief adjustments for the claiman states were for deficient 
allowance for ate cence and depreciation of capital equipment, 
undue or insufficient cost of administration and expenditures 
on social services, and undue or insufficient severity of 
taxation and scale of charges for services. 

Measuring comparative severity of taxation was a 
complicated calcuiation, involving construction of comparable 
indices of actual taxation and of taxable capacity, the ratio 
of the former to the latter being defined as the severity 
inde: W@inally, the penalties already described are applied 
to such index: for each state, Thus the "normal severity" 
index (average of Victoria and Queensland) was 101. South 
Australia's penalty of 7% made the standard required of her 
108. It was found that the index of actual severity in South 
Australia was 112, or an excess of 4. To the amount of South 
Australia's deficit was therefore added 4/112 of her actual 
taxation, being one of the adjustments to arrive at the 
comparable budget deficit which would be brought to standard 
by the special grant. 

The series of additions and subtractions which were 

used in arriving at one state's special grant for 1936-37, 
nameiy South Australia, may them be summarized as foilows: 

The published financial result for South Australia in 1934-35 
was a surplus of 436,000. Without the special grant received 
in that year there was a deficit of 651,364,000. There was 
also a non-recurring special distritution to all states by the 
Commonwealth, without which South Australia's deficit 

would have been 51,540,000. Corrections were then 


made with regard to accounting methods, 
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bringing the deficit to H,409,000 or £2.412 per head, as com- 
pared with a "standard" deficit of 50.364. So far, the grant 
required would be £2.048 per head, or 21,196,000. Maintenance 
of capital equipment was then considered, but no adjustment was 
deemed necessary. Next, it was held that the costs of adminis- 
tration were too low, and £20,000 was added on that account. 
With regard to scale of social services, it was found that the 
standard for the average of 1933-34 and 1934-55 was 53s 10d per 
head. The penalty of 6% as "minimum effort" reduced the al- 
lovable scale to 51s 7d. South Australia's actual expenditure 
was just equal to this, so no adjustment was necessary. Next, 
excess severity of taxation (i.e. the excess above the sum of 
the normal severity plus the "penalty" of 7 per cent for past 
mistakes) was allowed for, amounting to $115,000, which was 
added to the amounts of 41,196,000 and £20,000 previously men- 
tioned, and the total of $1,331,000 was then described as the 
amount necessary to adjust the financial position of the state 
to "a standard which the Commission considers just"; the actual 
grant recommended was 41,330,000. 

(5) Some comments on the new system of grants 

From the foregoing, and especially from the greater 
details presented in the Commission's Reports, it appears that 
the assessment of the grant is a complicated procedure. An 
outsider might not place a great deal of confidence in many of 
the calculations relied on, particularly the approximations and 
estimates, and the allowances and deductions for immeasurable 
factors, but the Commission readily admits the faults of its 
procedure, and relies on cumulative experience and further ad- 
justments to rectify them. , 

Perhaps the most striking feature of the method of 
assessment is that grants are so calculated as to enable all the 
claimant states to have approximately the same level of govern- 
mental revenues and expenditures, on a per capita basis, but that 


this level should be determined not by any absolute standard but 
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by the standard set by Victoria and Queensland. The first com- 
ment on the use made of the principle of "fiscal need" is, there- 
fore, that the basis adopted is not actual need, but hypothetical. 
If Victoria and Queensland, from choice or necessity, have large 
deficits, then so must the claimant states, so far as concerns 
the calculations used in determining the grants;and such states 
must in fact have large deficits in such circumstances unless they 
are prepared to increase taxation or reduce expenditures far be- 
yond the limits suggested as practicable by the Grants Commission. 
It seems therefore, that it is essential that these states be able 
to borrow money to cover their deficits, and it may be doubted 
whether the new system of grants could have achieved its purpose 
in the absence of the Financial Agreement and the Premiers' Plan. 
Another difficulty would arise if Victoria and Queensland had 
large surpluses, but this objection is probably academic in view 
of the ingrained habit of deficit-finsancing among the Australian 
states. 

Secondly, a critic might point to the departure from 
the basis of fiscal need involved in the assessment of penalties 
for mistakes and extravangance. That a state should pay for its 
mistakes is easily justified on moral grounds, but reducing the 
grant on that account is directly contradictory of the high rea- 
sons of state given by the Commission as the basis for not allow- 
ing any component of the nation to default on its debt or to fall 
below the Australian standard. However, the Commission expressly 
limits its definition of needs to the needs of a state after it 
has made a "reasonable effort" as previously defined. 

The rejection of the principle of compensation was 
based in part on the difficulty of measuring the disabilities for 
which compensation could be claimed,and on the "natural" com- 
pensation resulting from expenditures by the Commonwealth in a 
claimant state being greater than Commonwealth revenue raised in 
that state. On the first point, the chief difficulty was, of 


course, the dearth of statistics. The Commission has neither 
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undertaken itself nor recommended that any other body should 
undertake the rectification of this lack, for it takes the view 
that the whole matter of the effect of tariffs and other federal 
policies on the finances of state governments is extremely com- 
plicated, and depends not only on statistics but on economic 
reasoning of a very controversial kind, so that it is impossible 
to conceive of any statistics which would answer the question. 

The Commission, in considering the general question of 
‘the burden of excess costs created by tariffs, embargoes, and 
price-fixing agreements, likewise did not take into account that 
such burden is not limited to the actual cost in any year, but 
includes the restriction of production which could be profitably 
Carried on were it not for the tariff, which affects not only the 
profits derived from land, for example, already under cultivation, 
but also the potential area of economically usable land. 

An argument emphasized in all three Reports was that 
Australia as a whole had decided on a certain fiscal policy with 
a view to the development of secondary industry at the expense 
of agriculture, and that it would be self-stultification for the 
Commonwealth to give compensatory grants to states not 
benefitting from such policy, for that would cause interference 
with movement of capital and labour which should normally take 
place under such a fiscal policy. This argument, it would seen, 
is equally inconsistent with the principle of making grants in 
accordance with fiscal needs, on the basis adopted by the Com- 
mission, although the Commission attempts to distinguish between 
the two methods on the ground that making grants to a state 
government (even though with the avowed objective of enabling 
it to levy less taxes or provide greater benefits for its 
citizens than would otherwise be the case) does not interfere 
with economic tendencies, a somewhat doubtful assumption under 
modern conditions, and especially in Australia.(It is true that 
the grants do not enable the claimant states to levy less taxes 


than the other states, so that the effect is not to give the 
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claimant states a competitive advantage over the others, but 
rather to remove a disadvantage, a process which, so far as it 
goes, seems to be much the same thing in relation to counter- 
acting the effects of federal policy.) It is apparently assumed 
that compensation for disabilities would have to be made direct to 
the individuals concerned, e.g. wheat farmers, and not to state 
governments, and that all wheat farmers including those in the 
industrial states would have to be equally benefites thus in- 
terfering with the economic balance within the industrial states 
themselves as well as between the different sections of the 
country. The claimant states, although highly specialized, only 
produce about 40% of the wheat and 20% of the wool of Australia 
as a whole, so that the problem of compensation to the export 
industries most injuriously affected by the tariff seems to the 
Commission to cut across state lines. The point does not appear 
to have been raised that compensation to agriculture in a state 
benefitirs from the tariff might be made by such state itself; 
such action would not take away the benefit of the tariff but 
leaves it to the state concerned to determine the internal distri- 
buvion of the benefit. 

The measurement of compensation from normal Commonwealth 
expenditures would be worthy of closer examination if it were 
decided to base special grants, in part at least, on the principle 
of compensation, As already mentioned, out of a total net benefit 
to the three claimant states in 1934-35 of £4.8 million,as found 


by the Commission, £1.9 million consisted of the net benefit from 
special grants; the remainder included an amount of £1.2 million 
as the net benefit from relief to primary producers. The latter 
was a special depression payment which has now ceased. The former 
is scarcely a compensation resulting from the normal workings of 
federation, and was not so designated by the Commission. The 
remainder, or £1.7 million, is made up of a number of different 
items of which the largest is federal aid to roads (net benefit 


£433,000). Service of debt for public works and service of war 


debt, and annual defence expenditures were all allocated 
on a population basis. Professor Giblin has pointed 
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out (in his addendum to The Case for Tasmania 1930) that Tasmania 
could not have made war expenditures by itself on a scale com- 
mensurate with that of the country as a whole, and that the fore- 
going bookkeeping method was not applicable. The states ,however, 
have refrained from objecting on this score. 

Finally, it may be pointed out that the Grants Com- 
mission, and earlier ad hoc bodies dealing with grants, did not 
have to report upon such broader questions as re-division of 
constitutional powers and responsibilities. They were not called 
upon to produce a plan of adjustment of federal-state financial 
relations generally, which necessarily depend upon the inter- 
action of constitutional provisions and general governmental 
policies, but simply to bring about appeasement of particular 
difficulties arising from the degree of inequality between states 
under the existing constitutional ,financial, and political 
organization of the nation. 

Note: Since the foregoing was written, the Fourth Report (1937) 
of the Commission has come to hand. Two of the three members 

of the original Commission had retired and their places taken 

by new appointees. The general principles enunciated in the 
Third Report are repeated by the new Commission, but an important 
change was made in their application through the inclusion of New 
South Wales along with Victoria and Queensland in determining the 
"Standard" used in measuring the grants. But for this, the 
grants for 1937-38 would have had to be substantially reduced. 
The larger deficit per capita of New South Wales operated to the 
disadvantage of the claimant states, but this was a small matter 
compared with the higher standard of social services and lower 
standard of taxation which resulted. On this point the Report 
says (page 87): 

"Without the inclusion of New South Wales the grants 
would have suffered a substantial reduction. By the in- 
clusion of that state the grants are lower than in the 
previous year,but not seriously low. It is fortunate, 
therefore, that the present year offers a very good 
opportunity to adopt a course which is logically right, 


but which could not be followed before because of dis- 
turbing features in the finances of New South Wales." 
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The grants recommended for 1937-38 are shown be- 
low, together with those for 1936-37. The new grant to 
Western Australia is inclusive of a so-called “advance" of 
$136,000, being a special addition to the grant in view of the 
probable effect of the 1936-37 drought in that State on its 
finances in 1937-38. 

Western Australia South Australia Tasmania 
Grant for 1937-38 £575,000 1,200,000 575,000 
te "1936-57 500,000 1,330,000 600,000 

It can be calculated that but for the inclusion of 
New South Wales in arriving at the standard, the "advance" to 
Western Australia, and a new allowance with respect to social 
services whereby the scale is adjusted for lesser density of 
population in the claimant states and consequent higher per 
capita costs, the grants would have been less than the previous 
year by about £700,000, or 30%, whereas the actual total 
reduction was only £80,000, or 3-1/3%. 

With respect to the states' attitude towards the 
principle of needs rather than the principle of compensation, 
the Commission says (page 12): 

"Tasmania accepts the principle unreservedly. 
South Australia qualifies its acceptance by re- 
serving the right to revert to a claim based on 
other grounds if another authority were appointed 
to determine the grants. Western Australia adheres 
to her claim for a grant on the ground of” 
disabilities. It is noticeable, however, that 
none of the states has adduced any evidence before 
the new Commission designed to prove any claims 
arising from disabilities, nor was the new Commission 
asked to revise any of the imain conclusions, to 


discard the main principles, or to alter the methods 
radically." 
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VII. THE FINANCIAL AGREEMENT OF 1927 

The culmination towards which nearly all developments 
in federal-state finance in Australia now seem inevitably to have 
been leading, came about in 1927. After years of fruitless nego- 
tiation to overcome the difficulties and dissatisfaction, on both 
sides, over the per capita subsidy, after a period of endless 
bickering, accompanied however by increasingly intimate relations 
between federal and state finances characterized by several forms 
of co-operation which only served to emphasize the dependence of 
the states on federal assistance, a definitive solution finally 
was achieved virtually under duress. In 1926, a month after the 
conference in May of that year failed to agree on the 1923 scheme 
(see below) which had formerly appeared acceptable to all states 
except New South Wales, the Commonwealth Government announced 
that the per capita payments would be terminated. The states 
Grants Act of 1927 repealed the Surplus Revenue Act of 1910 and 
in its place substituted, for one year only, (1927-28), lump sum 
payments which were actually the same as the states would have 
meceiyed under the earlier Act, and for the future provided only 
for payment of actual surplus revenue, in proportion to popula- 
tion. 

The relationship between federal and state finance in 
Australia had from the first been unique among truly federal 
nationa. The course of the development from 1901 to 1927 has 
been traced in previous sections, commencing with the constitu- 
tional provisions whereby the federal power was given the major 
source of public revenue but was only required to assume very 
Jimited responsibilities, under the conditions of that time, so 
that it had a very large surplus revenue which the states claimed 
and obtained as a matter of right. Since 1901, however, the ex- 
pansion of Commonwealth activities, the vast expenditures of the 
War, the evolution of the nation as an international entity, and 


the inevitable acceptance of the view that the whole is greater 
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than its parts, have given the Commonwealth a power and prestige 
which dwarfs that of any state, and indeed of the aggregate of 
the states. 

Twofold sovereignty, true federalism, might yet exist 
under such circumstances with a considerable basis in practice 
as well as in theory, were it not for other factors. One of 
these relates to inequality between states, considered in the 
preceding section, an inequality arising from differences of 
physical conditions and the differential effects of national 
policy, greatly aggravated by the world depression. The weaker 
states are not only more dependent than the others on the central 
power in the degree of assistance which they must receive if they 
are to continue to function at all, but they are subjected to a 
needs test from which the others are exempt, and to a very real 
though indirect control over their budgets by the Commonwealth 
Grants Commission whose decisions determine the amount of 
special assistance they receive and which bases such decisions 
on certain standards of taxation and expenditure. The question 
fOr present consideration, however, relates to the position of 
the states as a group vis-a-vis the Commonwealth, to the common 
or generic elements of the federal-state relationship. The 
S1eniticent characteristic of that relationship, prior to 1927 
at any rate, was the absence of effective independence of the 
states. Their dependence resulted from the interaction of the 
provisions of the constitution, the refusal of the people of 
Australia to alter those provisions, and the actions of the 
states themselves in refusing to surrender in practice a Measure 
of their legal rights over fields of activity which they could 
not develop with the aid of their own financial resources alone. 
Such dependence was manifested in the magnitude of the cash pay- 
ments by the Commonwealth in aid of state revenue, in the exten- 
Sive reliance on the credit of the Commonwealth to obtain loans 


for the states, and in the acceptance of various forms of ad hoc 
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assistance from the Commonwealth for projects carried on by the 
states. 

The financial provisions of the constitution gave to 
the new central government what had up to that time been the 
chief support of public finance in Australia, indirect taxation, 
and gave it concurrent powers of direct taxation. That is al- 
most inevitable in any federation. On the other hand, the very 
evident desire of the states to retain as large a measure of 
sovereignty as possible was manifested in the division of juris- 


diction, whereby specific powers were allotted to the federation 
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and all others were reserved to the states, including those re- 
quiring, under Australian conditions, the largest expenditures. 
The large public debts already incurred were left with the 
states as well as the power and duty of carrying on activities 
the cost of which necessitated great increases in such debts. 
In such circumstances, the states needed to secure the major 
part of customs revenues, and such was secured for them, but 
only for ten years certain. When, however, that time expired 
and changing conditions then and later indicated the need for 
adjustment of either the financial or the functional provisions 
of the constitution, it was found impossible to secure the 
acquiescence of the electors in any far-reaching amendment. 
Insertion of the terms of the Financial Agreement of 1909 into 
the constitution was rejected as harmful to the development of 
a strong central government. On the other hand, the necessary 
measure of support could not be obtained for amendments 
designed to increase the functional powers, and therefore the 
responsibilities, of the Commonwealth. Referenda were taken in 
1911, 1913 and 1919, in each case with negative result. The two 
proposed amendments in 1911 were designed to give the Common- 
wealth unlimited legislative power over trade and commerce, over 
all corporations, over all matters affecting labour and employ- 
ment, and over trusts and monopolies including nationalization 


thereof. In 1913 the same proposals were submitted as five 
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separate amendments, together with another amendment giving the 
Commonwealth jurisdiction over conditions of employment and 
settlement of labour disputes in the several state railway ser- 
vices. In 1919 the proposed amendments related to industrial 
disputes and nationalization of monopolies. In 1911 the voting 
was negative in every state except Western Australia, with a 60% 
negative vote for the country as a whole. In 1913 there was 
much greater support for the six amendments, with a favourable 
majority in Queensland, South Australia and Western Australia: 
the average negative vote over the whole country was only slight- 
ly over 50%. In 1919 voters in Victoria, Queensland and Western 
Australia supported she two amendments, with again a bare major- 
ity opposed in the country as a whole. 

The final factor was the desire of state governments 
to retain control of the various activities which they carried 
on with financial assistance from the Commonwealth. A notable 
instance was that of soldiers' settlement. As a measure arising 
out of the War and of the dispatch of soldiers overseas, necessi- 
tating some assistance in readjustment upon their return, this 
would be a responsibility of the Commonwealth, but the chief 
means of rehabilitation was obviously assisted land settlement, 
so that the co-operation of the states was required. The latter 
insisted on full control of all settlement, and the development 
which must precede and accompany it; the financial provisions 
upon which agreement was reached provided for joint sharing of 
the outright assistance given to settlers (reduced interest 
charges for five years) with the states alone bearing the ultim- 
ate responsibility for development costs, for governmental debt 
incurred, and for any losses that might accrue with respect to 
loans to settlers. In this instance the various losses were 
substantial and the Commonwealth voluntarily paid one-half of 
the unforseen losses of £15 millions (Gross losses to 1927 
amounted to $23.5 millions). Another example of the conflict 


between state particularism and the need for financial assistance 
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was in relation to immigration and associated land development 
schemes, State railways may be another example. Clause 33 of 
section 51 of the constitution empowers the Commonwealth to make 
laws with respect to "The acquisition, with the consent of a state, 
of any railways of the state on terms arranged between the Common- 
wealth and the state", Railway policy has been so closely con- 
nected with land development and settlement, which the states have 
insisted on keeping in their own hands, that little use has been 
made of this provision. 

From 1910 to 1927 the chief controversy between Commonwealth 
and states related to the general scheme of direct federal assist- 
ance to state revenues. The per capita subsidy might have worked 
satisfactorily in the absence of the disturbance to government 
finance resulting from the War. The success of such a plan 
depended really on the voluntary withholding of federal action from 
the field of direct taxes, a form of self-denial which ended with 
the War when customs and excise revenues were inadequate to meet the 
needs of the Commonwealth. At the same time, the imposition of 
direct federal taxes tended to overcome the regressive effect of 
customs and excise duties, which bear more heavily upon the smaller 
incomes, in contrast to the familiar upward gradations of the in- 
come tax and its complete exemptions of small incomes. Thus 
several prominent Australian economists (notably Professors 
Giblin and Mills) have spoken very favourably of the general 
system of per capita payments, which they regard as raised, through 
Commonweaith taxation, in accordance with taxable capacity and, 
through distribution on the basis of population, as tending to 
favour the poorer states at the expense of the wealthier. In 
addition, the system possessed, potentially, though not as 
actually carried out, the advantage of flexibility, for the amount 
of the payment could easily be adjusted to changed circumstances; 
and it could readily have been co-ordinated with any scheme of 
Commonwealth assumption of state debts. 


Between 1910 and 1926 however, no such adjustment was 
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made. Both sides were dissatisfied, and each proposed new 
schemes which were departures from, rather than adaptations of, 
the Act of 1910. In 1919 the Federal Treasurer proposed to re- 
duce the subsidy, over a period of six years, to an annual pay- 
ment of 10s.. This proposal grew out of the anxieties of the 
financial situation of the time, which soon improved, so far 

as concerned the Commonwealth, and the proposal was not heard 
of again. In 1923 three proposals were made, the first by the 
Commonwealth for abolition of per capita payments and payment 
OF envucrest On thertransferred propertics, “In return’ for 
abandonment by the Commonwealth of taxation of incomes under 
$2,000 per year. This was rejected by the states, who asked 
that the Commonwealth retire altogether from income taxation, 
and cease paying the subsidy, in return for which the states 
would surrender their moral claim to a share of customs 
revenues or its equivalent, and would reimburse the Common- 
wealth for any losses suffered under such a new arrangement. 
Tentative agreement was then reached, New South Wales dissent- 
ing, on a compromise proposed by the Commonwealth, augmenting 
its original proposal by offering to abandon income tax except 
for a maximum rate of 124% on companies, but subsequently the 
plan fell through. 

Throughout this period the most significant feature 
of the negotiations was the evident determination of the 
Commonwealth Government to abolish per capita payments. The 
states, having no legal rights to such payments and being 
definitely in a constitutional position of financial inferior- 
ity, were on the defensive, and foreed to rely ona "moral 
right" to some share of Commonwealth revenue. 

Matters came to a head in 1926. In June of that 
year Dr. Earle Page, the Commonwealth Treasurer, brought in 
the government bill to abolish per capita payments, and 


;nnounced a new proposal, namely, for the Commonwealth to 
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abandon entirely land taxation, estate duties and entertain- 
ments taxes and 40% of income taxation on both companies and 
individuals. He declared it was a “vicious principle" for 

one authority to raise money for another authority to spend. 
The bill was not further advanced until March, 1927. At that 
time the Prime Minister, Mr. Bruce, criticized the existing 
system from the point of view of the financial insecurity of 
the states, subject as they were to the arbitrary power of the 
Commonwealth to cut off all payments; the bad principle of one 
government spending the revenue raised by another; and in his 
view, the inequity of making payments on a population basis 
which he believed favoured the more populous, industrialized, 
and tariff-protected states. 

Whatever the merits of these arguments, the states 
were in no position to resist a Commonwealth Government deter- 
mined on a change. Mr. Bruce invited them to a conference in 
June 1927 for the purpose of discussing the problem of financial 
relations in its broadest aspects, and apart from previously 
suggested solutions. The proposals of the treasurer the pre- 
vious year were discarded along with the others, and new 
Commonwealth proposals on entirely new principles formed the 
basis of the agreement of July 1927. 

Like that of 1910, the agreement of 1927, put into 
writing in formal terms in December and now referred to as "The 
Financial Agreement", envisaged a constitutional amendment and 
permanent establishment. In the interval the essentials of the 
scheme were put into effect voluntarily through ratification of 
the agreement by the various parliaments. The requisite amend- 
ment to the constitution was approved by referendum in 1928, 
and the Agreement became binding upon passage of the Financial 
Agreement Validation Act of 1929. 

From the legal standpoint, the entire scheme hinged 
upon the provision for assumption of states’ debts by the 


Commonwealth, a matter which had been of little importance in 
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the discussions prior to 1927, compared with the disputes over 
the amount of subsidy and method of its payment. Taxation was 
entirely omitted from the agreement, and the new form of sub- 
sidy was made a branch of the debt settlement, amounting, in 
fact, to a reduction in the interest payable by the states in 
respect of their public debt, no part of the subsidy being 
actually paid over to the State Treasuries. 

The amendment consisted in adding to the constitution 
sec. 1OSA, empowering the Commonwealth to make agreements with 
the states with respect to their public debts, including the 
assumption and management thereof by the Commonwealth; the pay- 
ment of interest anc the establishment and management of sink- 
ing funds; consolidation, renewal, conversion and redemption of 
such debts; indemnification of the Commonwealth by the states; 
and future borrowings by either party. The Commonwealth Parlia- 
ment was authorized to make laws for validating any agreement 
already made, and for the carrying out by the parties to any 
agreement of their obligations thereunder. Finally, all such 
agreements are to be binding on the parties, subject to varia- 
tion or rescission “by the parties thereto". 

In pursuance of such authorization, the Financial 
Agreement Validation Act of 1929 was passed by the Commonwealth 
Parliament, and the new system, already in operation as from 
July 1, 1927, was given permanent effect. 

| The provisions (printed in full in the Commonwealth 
Year Book, and in the Report (1929) of the Royal Commission on 
the Constitution) are complex and detailed. Beginning with the 
least complicated, they may be summarized as follows: 
(1) Transferred properties 

By clause 4 of Part III the states agree to issue 
freehold title to the Commonwealth in respect of former state 
properties transferred at federation, in return for which the 


Commonwealth assumed all liability for principal, interest and 
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Sinking fund in connection with 510,924,000 of state public 
debt bearing interest at 5% per annum, the amount in respect 
of each state being specified. 

(2) Payment of interest on state debts 

By clause 2 of Part III the Commonwealth will pay to 
the bondholders the interest on all state debt assumed by the 
Commonwealth. 

for @ period of 5S years Lrom July 1, 1927, an amount 
of £7,585,000 annually will be provided by the Commonwealth it- 
self toward payment of such interest. (This amount is equal to 
the estimated per capita payments for 1927-28). The balance 
necessary to meet interest on such debt and on any future 
borrowings by the Commonwealth on behalf of any state is to be 
paid by each state to the Commonwealth, and after 1985 the 
whole interest charges on any such debt still unpaid are to be 
paid by the state to the Commonwealth. 

(3) Sinking funds 

By clause 3 of Part III sinking funds are established 
for the "net public dbts of the states as existing on 30th June 
1927", with annual contributions designed to liquidate such 
debts by 1985. The Commonwealth must make an annual contribu- 
tion, from revenue, of 2s 6d for each $100 of such net debt, 
end -cach state a contribution from revenue of Ss. In case of 
new loans for conversion, renewal or redemption of such debts, 
sinking fund contributions shall continue as though there had 
been no such conversion, renewal or redemption. 

A sinking fund shall be established at the rate of 
10s. per annum for each 5100 of the amount of new loans (except 
those for conversion, etc.) raised by or for states, the Common- 
wealth and state concerned each contributing 5s. from revenue 
for 53 years from the making of each such loan, except where 
any such loan is raised to meet a state revenue deficit, in 
which case there will be no Commonwealth contribution and the 


state shall pay from revenue each year into the sinking fund 


os ia ‘ : 


we 


ye b tooe ag toexetad 


i 
: a 


we aaoe ao aitatxe « ee “estate. ods to ate otheuq doa" os 


tame seobbopit ‘et bag teod andisudrieaos: Sawn atte es 


oe tite: aie 3 no sdinat. tenia A #Leommoninio® ote 1 4eeRe @ adie, 


Lc 


Re 


od Jom iLope "Yo Oe dove tor be ae ko <2uHOYOR mont 4h zote 

td odad at a te eLiasvor “ite solsadinasco. s ‘erase Hose ‘i 
agian dois % kokvame Dee Yo Lewotton .fokerewnon sn aot’ bes 
bat dtodd Siypfort igh ose aaeE Atede sao bfus iene baw <a 


edd tat abed to f eweset (00 be erevittos owe on 1 80 | 


Rb ty ‘ 


To s¢st 629 te heitle hidetes od fied feu’ aut Raket be A 
Waxet érsao! won te Setieomta ais Te 00.18 D86- £02 mane <q ot 
dmot ait watete SOF to ee Heeler to ote no tenemos toT ‘aod? 

suhiwet Meh ee acksuet tao ies: bonivso goo “etate Bas coc ‘ 

avede Jeune Hol dows fone 6 aithene ort mon’? rbot 58 6a” 7a 


vi SSP ION sintioret otate. o feo of beater ‘of abot dota ‘yae ; 
Ss 
sie fre GOP tad ietoos ho foswxoumee ee od “Li tw evade ‘e280 fo kaw’ 4 


on’ antimde odt vtak <aog does emma vor stots yet ttede eters | 


oe 


not less than 4% of the amount of such loan until an amount 
sufficient to redeem the loan at maturity has been accumulated. 

Where any state loans money to public or other bodies, 
any amounts repaid must not be put into consolidated revenue but 
must be paid either to the state's Loan Fund or to the fund 
from which the advance was made, or to the sinking fund, and in 
addition the state must continue its annual sinking fund contri- 
bution from revenue, in respect of the loan from which the state 
obtained the moneys so advanced -- except that where the advance 
was to a public or local authority and repayment is made by that 
authority out of revenue, the state may apply such repayments on 
its sinking fund contribution in respect of the loan moneys so 
advanced. 

All sinking funds are to be controlled by the National 
Debt Commission, and the required annual contributions are debts 
payable to the Commission. All moneys and securities in state 
sinking funds at June 30, 1929 must be transferred to the Com- 
Mission, except sinking funds subject to statutory or con- 
tractual obligations which preclude such transfer, in which 
case the existing authorities shall retain ownership and con- 
trol and shall receive the annual contributions from the Com- 
mission. 

Sinking fund contributions shall not be accumulated 
in the usual manner, but shall be applied by the Commission to 
the redemption of the public debts of each state and of loans 
raised by the Commonwealth for such state, or to the purchase 
of securities constituting such debts; any securities so 
redeemed or purchased shall be cancelled, but sinking fund con- 
tributions in respect thereof shall continue and in addition 
the state shall make from revenue a further contribution at the 
rate of 43% of the face value per annum (in effect, a payment 
in lieu of interest) for the full period for which the sinking 


fund contributions were originally required to be made. 
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(4) Assumption of states' debts 


In pursuance of clause 1 of Part III, the Commonwealth 
on July 1, 1929, took over the balance then unpaid of the “gross 
public debt of each state existing on 30th June, 1927", and all 
other debts existing on July 1, 1929 which under the Agreement 
are deemed to be moneys borrowed by the Commonwealth on behalf 
of the states; and assumed “as between the Commonwealth and the 
states the liabilities of the states to bondholders", 

The "gross public debt of a state existing on 30th 
June, 1927" is defined in clause 2 of Part I, where a specific 
amount is set forth for each state. The total for all states 
was £672,120,415, of which $91,459,232 consisted of the then 
outstanding debts of the states to the Commonwealth. 

Such amount of gross public debt included the whole 
of each state's debt except "any moneys raised by the state by 
way of overdraft, fixed deposit, or special deposit for tempor- 
ary purposes only". 

(5) The Loan Council and Government Borrowing Powers. 

Clause 3 of Part I established an Australian Loan 
Council, consisting of Ministers or other representatives of 
the Commonwealth and states, one for each government, and each 
with one vote except the Commonwealth representative who has 
two votes and a further casting vote. Every decision of the 
Loan Council, within its jurisdiction, is binding on all 
parties to the Agreement. 

The Council's powers of control commence with the 
requirement that the Commonwealth and each state shall submit 
to the Council a programme setting forth the amount it desires 
to raise by loans for each financial year, including separately 
loans to cover revenue deficits, but excluding loans for con- 
version, redemption or renewal of existing loans or for tempor- 
ary purposes. The programme must also state the estimated loan 
expenditure for the year. (A separate statement of each year's 


requirements for conversion, etc., must also be presented). 
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The Council may then either approve the total amount of all 
such programmes, (exclusive of the conversions, etc.,) or if it 
decides that such total amount cannot be borrowed at reasonable 
rates and conditions, it may fix some lesser total amount, and 
may then by unanimous decision allocate such amount among the 
various governments. Failing such unanimity as to allocation, 
the Commonwealth is entitled to have up to one-fifth of the 
total allocated to it; the balance is divided among the states 
in proportion to their net loan expenditure during the previous 
five years; if any state does not require its full quota, the 
excess is divided among the others on a Similar basis. 

The Council not only has control over total borrowings 
in any year and allocation thereof, but also, by manimous deci- 
sion, over the allocation of the proceeds of each separate loan 
during the year, subject, of course, to the requirements of the 
allocation of total borrowings, Failing unanimity, the pro- 
ceeds of each loan are allocated in the same proportions as the 
allocation of total borrowings for the year. 

Except where a unanimous decision is specifically re- 
quired, decisions of the Council are by "a majority vote of the 
members". A “unanimous decision" apparently requires concurr- 
ence not only of members present at a meeting but of all the 
members for the time being of the Council. An absent member 
may appoint a deputy or may vote by letter or telegran. 

By clause 4 of Part I, all future borrowings are to 
be Ede by the Commonwealth, on behalf of itself or of any 
state, including conversions, renewals, redemptions and con- 
solidations of the public debts of the Commonwealth and of the 
states. 

An exception is that the Loan Council may by unanimous 
decision permit a state to borrow abroad in its own name, in 
which case the Commonwealth must guarantee that the state will 
perform all its obligations to bondholders, and for the purposes 


of the Agreement (e.g. in connection with sinking fund 
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contributions) the moneys so borrowed shall be deemed to be 
moneys borrowed by the Commonwealth on behalf of that state. 

A further exception is provided by clause 5, whereby 
a state may borrow within its own boundaries "from authorities, 
bodies, funds or institutions (including Savings Banks)... and 
from the public by counter sales of securities," the latter only 
at the office of the State Treasury or other places approved by 
the Loan Council. No state may invite loan subscriptions by 
the issue of a public prospectus, except in the case of overseas 
borrowings authorized by the Loan Council under clause 4. 

4 A further exception to all the foregoing rules is that 
any state may "borrow money for temporary purposes by way of 
overdraft, or fixed, special or other deposit," subject only to 
the "maximum limits (if any) decided upon by the Loan Council 
from time to time for interest, brokerage, discount and other 
charges," and not otherwise subject to any provision of the 
Agreement, i.e. such amounts may be in excess of the total 
borrowings authorized for the state by the Council, and are 
not moneys deemed to be borrowed by the Commonwealth on behalf 
of the state. Another part of clause 5 provides similarly with 
respect to "temporary borrowings" generally, which would seem 
to include the foregoing and also temporary borrowings not 
coming within the categories already mentioned. "Temporary" is 
nowhere defined. The whole clause is somewhat ambiguous. 
Apparently temporary borrowings can only be made within the 
State, except such as are “by way of overdraft, or fixed, 
Special or other deposit." 

In the case of all such authorized borrowings within 
the state, it is provided that any securities issued shall be 
Commonwealth securities to be provided by the Commonwealth upon 
terms approved by the Loan Council, and such borrowings are to 
be) subject’ to the Council's limits on interest, etc. All 
moneys borrowed under this clause, except such as are "solely 


for temporary purposes", are deemed to be moneys borrowed by 
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the Commonwealth on behalf of the state, 

Clause 5 also contains special provisions with 
regard to conversions. Any state may convert "securities 
given or issued at any time by that state for moneys previously 
borrowed or used in manner stated in this clause". A possible 
ambiguity is whether this includes analogous borrowings prior 
to the Agreement. New securities issued in conversion are to 
be Commonwealth securities, and the amount shall be deemed 
to be moneys borrowed by the Commonwealth on behalf of the state. 

If the sum of all moneys borrowed under this clause 
which are deemed to be moneys borrowed by the Commonwealth on 
behalf of a state, and the amounts actually raised by the Common- 
wealth on behalf of that state, exceed the statets allotment for 
the year, the excess is deemed to be part of the state's allot- 
ment for the succeeding year, unless the Loan Council otherwise 
decides. 

Clause 6 makes similar provision for Commonwealth 
borrowings within the Commonwealth, gives similar exemptions to 
borrowings for temporary purposes, and similarly requires that 
if all moneys borrowed under this clause other than those for 
temporary purposes, when added to all other borrowings duly 
made for the Commonwealth itself, exceed the Commonwealth's 
allotment for the year, the excess shall be deemed to be moneys 
received by the Commonwealth on account of its loan programme 


for the following year. 
Conversions under clauses 5 and 6 are the only kind 


of conversion loan directly or indirectly affected by the Council's 
control of aggregate borrowings. In effect, this type of conver 
sion is homologated to new borrowing. The explanation would appear 
to be that the provision in question brings within the limits on 
maximum borrowings loans for conversions of "temporary" loans, Which 


latter were exempted from Loan Council control, but the language 


used indicates that loans for redeeming or renewing (as distinct 
from "converting") previous loans are not covered by such provisions. 
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The final paragraph of clause 4 explicitly forbids 
any borrowings by any government otherwise than in accordance 
with the Agreement. 

By paragraph (g) of clause 3, loans for defence pur- 
poses approved by the Commonwealth Parliament are wholly exempt 
from the Agrecment. 

(6) Miscellaneous provisions 

Other provisions of some importance are: 

(a) By clause 1 of Part IV, each state is required to repay 
to the Commonwealth all expenses of the latter incurred in 
carrying out the Agreement, including loan flotation charges, 
expenses of conversions, etc., management charges, stamp duties, 
commissions on payment of interest, and exthange on transfer- 
euce, 0; MOneys. 

(b) By clause 3 of Part IV each state agrecs with the 
Commonwealth that by faithful performance of its obligations 
under the Agreement it will indemnify the Commonwealth against 
fee itepi tities in respect ofthe public debt .cof.therstate 
taken over by the Commonwealth and in respcoct of future loans. 

ve), 2 further provision of elause 1 of Part IV is: "A 
certificate by the Auditor-General of the Commonwealth stating 
the amount to be repaid by a state to the Commonwealth and the 
matter in respect to which the repayment is to be made shall 
in the event of a dispute be conclusive as to the amount and 
Prat ser stated." 

(7) Effects of the Agreement. 

The Financial Agreement represents not only the most 
far-reaching settlement of federal-state financial relations 
ever achieved by a federal nation, but also, in the view of 
those jealous of states' rights, a most radical departure from 
the essence of federal principles, or what was formerly regarded 
as such. 

In presenting the Financial Agreemcnt Bill to the 


House of Representatives, the Prime Minister (Mr.Bruce) noted 
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that the states had been apprehensive about setting up a govern- 
ment above governments. He did not really refute the argument 
that such was the effcct of the Agreement, but said the states 
eventually recognized that the Commonwealth was "in exactly the 
samc position as the states. They could see that we all had a 
common interest, and that it was our desire that the rights and 
privileges of the Commonwealth and the states were not in any 
way interfercd with." He recommended the Bill to the House in 
the following terms: 

"T recommend the agreement to the House because it 
appears to me to contain a harmonious settlement of one of the 
most difficult questions that has existed since federation. 

It will mean the consolidation and the mobilization of the 
credit of Australia, in which direction it will be increasingly 
beneficial to the woole of the people. It, . should: also insure 
our being able to make loan arrangements upon more favourable 
terms than have hitherto obtained. It makes provision for the 
establishment of a proper system with respect to the redemption 
of Australia's national debt. This parliament already has the 
power to make provision for the redemption of the commonwealth 
debt, including the war debt. The power will be extended in 
such a way as to cover the whole of the indebtedness of the 
commonwealth and the states, past, present and future. The 
states will be assured of a permanent arrangement under which 
they will have financial stability. The lack of that stabil- 
ity, I suggest has been one of the greatest dangers that has 
confronted Australia. The financial stability of the states 
might have been upset at any time by the ill considered 

action by a chance majority in this parliament." 

The benefits to the states were, of course, sub- 
stantial, although there was no immediate increase in assist- 
ance to current revenues -- in fact there is an increasing 
deficiency under what would have been received if the per 
capita payments had been maintained. The primary fact of the 
situation, however, was that the per capita payments were 
abolished before the new agreement was reached. In connection 
with subsidies, or their equivalent under the new system, the 
important benefit to the states is that the payments have been 
made a constitutional obligation of the Commonwealth until 
1985 and are no longer voluntary, terminable grants. A further 
benefit of a different character but of equal importance con- 
sists in the de facto unification of the public debt of 
Australia and consequent strengthening of the credit of the 


states, with resulting interest savings in respect of new 
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es 
borrowings, and in the facilities provided for conversion of 

their debt into new securities issued by the Commonwealth. The 
conversions which have since taken place were actually the result 
of the Premiers' Plan, and so far as the internal conversion was 
concerned depended on another financial agreement under the 
authority of section 1054, but the influence of the 1927 Agreement, 
if only by the precedent it established and the experience gained 
from its operation, must have been very great. The 1936 Common- 
wealth Year Book estimates that the total savings resulting from 
overseas conversions effected up to June 1936 amounted to 
£3,227,000 annually for the states (based on yield to maturity 

of the old and new issues at issue prices), and the Grants Com- 
mission estimates the annual interest savings resulting from in- 
ternal conversions at 44,100,000. The combined savings to state 
budgets in respect of actual interest payments would be 46,696,000 
as at June 30, 1936, in addition to savings of £659,000 in 
exchange (at 25 3/8%) on overseas interest, or a total of 
37,555,000 annually. 

With respect to the subsidy, several changes from the 
former system may be noted, The, per capita subsidy, if con- 
tinued, would have increased each year so long as population 
increased. The fixed Commonwealth contribution towards inter- 
est on states debt which replaced it has been less than the 
per capita subsidy would have been since the second year. 

Again, the subsidy used to be paid to the State Treasuries; now 
it is applied by the Commonwealth towards payment of interest 

on state debt. The sinking fund contribution is paid direct to 
the National Debt Commission. It is not an immediate benefit 
to state budgets, but will be of considerable benefit over the 
58-year period as bond issues mature. (The Commonwealth contri- 
bution towards sinking fund for state debt now amounts to about 
Z1.5 million per annum). On the other hand the necessity for 
definite state contributions to sinking funds imposed @n addi-~ 


tional immediate burden on four states which had not previously 
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been making such payments on a substantial scale, but afforded 
considerable relief to Western Australia and Tasmania which had 
been making annual sinking fund payments of 1% on most of their 
debt. Sinking fund contributions have, of course, been unreal 
during the greatcr part of the currency of the Agreement to date, 
since the states have been incurring revenue deficits during most 
of such period. Otherwise put, however, the states! aggregate 
deficits would, with the same revenues and expenditures, have been 
smaller by an amount in the neighbourhood of $25,000,000 for the 
period 1929-30 to 1936-37 if they had not had to make payments 
into sinking fund. | 

So far as the states obtained greater security under 
the constitutional amendment which gives legal effect to the 
Agreement, they also suffered a loss of independence. Whereas 
from 1910-27 they were in fact dependent on the Commonwealth al- 
though in law independent, they have now been legally subjected to 
an outside authority, the Loan Council. The states as a group can 
determine the policy of the Council, but an individual state might 
well find itself unable to follow its own desires; moreover the 
Commonwealth and any two states, if content to restrict their ow 
borrowings, can compel the other four states to do likewise, 

There are really two new controls established by the 
Financial Agreement, the control of future borrowings by the 
Loan Council and the control over the ultimate power of a sovereign 
state, that of defaulting on its debt. In connection with the 
latter point, the question has not been tested in the courts but 
it is arguable that a bondholder can compel the Commonwealth to 
pay interest on and perhaps also the principal of any state debt 
taken over, since the Agreement whereby the Commonwealth assumes 
liability has been declared binding by section 105A of the con- 
stitution. It is further argued by an Australian authority that 
the Commonrsalth can be compelled to pay at the suit of any state, 


so that it could not sit by and permit a state to default. This 
argument is very strong now that the internal debts of the states 


have been consolidated into Commonwealth issues. At any rato, 
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whether it acts of its own volition or through legal compulsion, 
the Commonwealth has complete power to compel each state to meet 
interest payments and redemptions up to 1985, By section 105A 
the Commonwealth was empowered to make laws for the carrying out 
of any agreement it might make with a state with respect to that 
state's public debt. It was made apparent in 1932 that 
this includes power to interfere most drastically with the function- 
ing of a state government which neglects or refuses or is unable 
to raise sufficient money, whether by borrowing, by reducing ex- 
penditures or by increased taxation, to meet its obligations to 
the Commonwealth. The states have now but one creditor, and the 
latter is clothed with powers enjoyed by none other in the world 
against a sovereign state. 

In 1931 the government of New South Wales, of which 
Mr. Lang was then the Premier, defaulted on certain payments. 
The Commonwealth Government entered suit in the High Court in 
what was essentially an ordinary action for debt. (The matter 
apparently never came to trial but was settled about the time 
of adoption of the Premier's Flan by the government of New South 
Wales undertaking to make payment of the amount owing). In 
1932, Mr, Lang informed the Loan Council that his government 
could not raise £500,000 out of an amount of about double that 
sum falling due in early February as interest on overseas debt. 
The Commonwealth Bank refused to lend him the money without the 
approval of the Loan Council; the latter refused to approve, 
and New South Wales defaulted. There ensued much more drastic 
action than in the previous year. The Commonwealth Parliament 
promptly passed the Finamcial Agreement Enforcement Act, auth- 
orizing the government to issue a proclamation directing that any 
specified revenues of a state owing money to the Commonwealth 
under the Financial Agreement should be paid to the Commonwealth 
instead of to the state, and that moneys standing to the 
eredit of that state in any bank should become payable to the 


Commonwealth. Action was accordingly taken, and the Act 
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was upheld by the High Court. Federal proclamations successiv- 
ely stopped the state's banking facilities, directed taxpayers 
to pay state income tax and some other classes of revenue dir- 
ect to the Commonwealth, and finally ordered state officers to 
pay over to the Commonwealth certain revenues coming to their 
hands. Mr. Lang gave orders that these proclamations should 
be disobeyed, and was dismissed from office by the Governor of 
New South Wales for refusing to govern in accordance with the 
law. In the ensuing elections his party was defeated, and has 
been defeated in two further elections since 1932, The impasse 
which would be created if a state government retained popular 
support for a policy of defiance of the Commonwealth has there- 
fore Weve arisen. 
For a state government in the position of that of New 
South Wales, it might seem that there was still one expedient 
that might be adopted. Unable to default on its debt charges, 
unable to borrow except through the Australian banks under the 
leadership of the Commonwealth Bank, which had become the 
allies of the Loan Council and the police force of the 
Premiers' Plan, it would still be open to such a government to 
resort to taxation on an unprecedented scale - or to impose a 
capital levy. Mr. Lang started to do so, but on the day his 
Mortgages Taxation Bill was presented for the Governor's assent, 
he was dismissed from office. On that same day the federal 
government had passed through both Houses of Parliament a 
Financial Emergency (State Legislation) Bill which, in effect, 
purported to forbid this capital levy unless the Commonwealth 
Commissioner of Taxation should certify that the payment of it 
would not unduly impair the taxpayer's capacity to pay Common- 
wealth taxation. The dismissal of Mr. Lang thus prevented a 
legal test of a question that is becoming important in more 
than one federal state. Control of competition between central 
and local governments in the field of taxation is not dealt with 


in the Financial Agreement itself. 
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The restrictive effect of the Financial Agreement upon 
state finances is not limited to the mere enforcement of a 
state's liability to the Commonwealth. The powers of the Loan 
Council were best illustrated on the occasion of the Premiers' 
Plan, discussed in a subsequent section. The adherence of Mr. 
Lang to the Plan was ensured by the necessity he was under of 
porrowing in order to carry on, subject as he was to a High 
Court action instituted by the Commonwealth in 1931 following 
his first tentative essay in default. The conditions of the 
Plan with respect to state expenditures were the only terms 
upon which the Council would permit further borrowing. 

With regard to the control of governmental borrowing, 
and consequent indirect control, in periods of deficits at any 
rate, of revenues and expenditures, section 105A and the 
Financial Agreement have created a third agency of sovereignty 
in Australia. The Loan Council would appear to be as much a 
sovereign body within its sphere as the Commonwealth and states 
in theirs, although its composition ensures that it will act in 
accordance with the desires of one of two combinations of 
governments --five states* representatives, or the representa- 
tives of the Commonwealth and any two states, constitute an 
effective majority. The predominating position of the Common- 
wealth is evident, although in April 1931 it was by a majority 
decision, against the wishes of the Commonwealth, that the sub- 
committee was appointed whose report constituted the basis of 
the famous Premiers' Plan. 

The creation of the Loan Council is usually regarded 
as the most striking feature of the Financial Agreement. The 
“practical unification of the finances of the Australian govern- 
ments" which was so satisfactory to the banks was, in their 
words, achieved "through the creation of the Loan Council and 
the control of borrowing". Mr. Bruce's government made the 
establishment of such a body the price for security in payment 


of subsidies to the states, and in the debate in parliament on 
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the bill ratifying the Agreement on the part of the Common- 
wealth, strongly emphasized the desirability both of centraliz= 
ing and of controlling governmental borrowing. 

The restrictive influence of the Council was most evi- 
dent during the depression. In 1927-28, 1928-29 and 1929-30 
there is little evidence that the Council was responsible for 
such reduction in borrowing as occurred. As an instrument for 
securing more or less uniform performance of the obligations 
undertaken by all governments under the Premiers' Plan, however, 
the Loan Council seems to have been useful and effective, parti- 
cularly as the banks refused to make any loan to governments, 
whether or not of tke character covered by the Financial Agree- 
ment, unless the Council approved. The Financial Agreement and 
the powers of the Council intrude on the sovereignty of the 
Commonwealth as well as of the states. The Commonwealth's 
regi 15 now inextricably bound up With that of all governments 
as a group. It must issue its own securities for any state loan 
approved by the Council. The extent of its own borrowing is 
limited by the power of the Council by majority decision to 
limit total governmental borrowing in any year. The power of 
the Council over interest rates and other terms of loans may 
also interfere with the desires of the Commonwealth government. 
Once issued, securities are unchangeable except by permission 
of the Council, and now that the distinction between state and 
Commonwealth securities has largely disappeared with the con- 
version of most of the internal and external debt, the Common- 
wealth can probably be prevented from defaulting on its share 
of any bond issue, at the suit of any state. 

The terms of he securities issued for the internal 
Conversion Loan are in fact unchangeable except by unanimous 
agreement of all governments or by a constitutional amendment, 
since the conversion was actualiycarried out in pursuance of a 
new financial agreement made under the authority of section 


105A. Finally, Commonwealth payments to the states, in the 


some dad ta. reed Silt 
as hn oad me 


1n 


amteaened cntasem 


as of 


Tateiend ae a ‘oneutt 


$6, 00 qew Lion’ nhdkcahaect 
tg j ; val Y pangs A Y, 
ges an VRW-SSN LS eimaes ar snotsbories ‘ede nats | 
toad © and ait onde siseek t 3 


ad 
0 velo: 


«bared a, ie ghitworenod fio $8 


i ae f] 
¥ 1, } nit 
is GPT TONS MS Sa ek 


i a aaa seliigeer ote eesti abe sae 
yas wate ares ee eat ue dias tnonaneweg tte we ent 
ye peehtoolite’ ime icone ieod Tevad ot eons “cai 


ed, taal ye sipust ‘oe: setalivet * huis ote" 


Ache it ew on 
KA. febonamty ‘wilt ie saneve oe tees ea te toe, 0" 
tape osga. karoanad® atts bavoindds. ‘banid00° “eat nem 

nae HU sterafat Eom od iho eat 


' Li te i X el ima Pa rit iy ee A wh 


co "ad He ro, wee, TODO, Rees 4 «Gav fare 


} , “ oy ~ 1 
we aka wd. era & 4 ie Woah a aes fhe 
Ue i re 


re 


eat sew HE! ‘out eve at” abit 


* i 
i 
ry 


off to nab dee SNe - fronted nls xe ‘bei 


“yi * 
Bk. it! a aes “dy a: ia 
v > r 


ae wt tee) “aa te “aanod “end we 


ali Nana 
\= . % x 


: 


un aba | 
v a , ei 
y \ i f ¥ ‘y it “i 4 he °F ) iW x Sl r +) Pus 7 A cy agg rod bY fatddacravos ee ee " 
i , es 


Ser Ye ¥ 2 : f 
va teed TO Rass a) Te cA 
ead) mae te ae’ or ‘ont tii | 


fr Eau are 4 adeecnal 
it iu7) Looe a a a it AR wR A YMOS A 


| sialon aca wo Large ‘ 
vail pee Panay tat ah add gat wont bite mg) 


tee nvote cpanel 
enon. ate AvtWwed eee ED paake % ‘ opal eat “gordbivons i 


ne a Lecrgetee’ | ae cameo tat its to ‘eat 18 


P 
‘tte Be ee MN) Gad. ya's 
s Biss Tost 


mide Leta: ‘most: bamovest oe aed 
oT ye1are Nee 19 pps ‘edd ts (ones 
wt K: ton ‘boude ‘geres wun ads 26 ro 


i. eh x ® 
ROLY RON GEA 4 oA te 
‘ 7 * 


i) 


eta a eet eas 


(eh 


BH cesar Xa. wae ste, some ste at a 9 
te sx ane Lsitot grdttences ye i 
e \ 

ato a sg | a ae agin a 


| set of 
ed — 


+ 


; ae - [ 7 
vile a ire Deo 
: Yar 7 A 


-85= 
shape of contributions towards interest and sinking fund, have 
been made obligatory until 1985. 

In one important respect, however, the Commonwealth 
retained a measure of freedom which was not available to the 
states, It was unable to borrow on a large scale except through 
the Loan Council, and the existence of the Agreement and of the 
Council assisted the banks in taking an early stand (December, 
1930) against any governmental borrowings whatever unless approved 
by the Council. Nevertheless, if it had been unable to control 
the Loan Council, or if it decided on such a course as essentially 
preferable to borrowing, the Commonwealth could have resorted to 
currency inflation. The policy desired by Mr. Theodore, Common- 
wealth Treasurer in the Scullin Government, as the method of 
withstanding the depression, was in fact credit expansion, which 
g 0uld have been accomplished, or at any rate attempted, by 
currency inflation. It was the rejection in April 1931 by a 
hostile Senate of the Fiduciary Notes Bill, and in May of the 
Commonwealth Bank Amendment Bill, rather than the direct influence 
of the Financial Agreement itself, which forced the Commonwealth 
towards the adoption in June of the Premiers Plan. 

There seem to be three main defects in the Agreement, 
from the point of view of its objectives. All three would be 
evident more in periods of buoyant money markets than in time of 
depression, The first is that a state is permitted to borrow 
within its own boundaries, e.g., from savings banks, insurance 
companies, etc., without Loan Council approval. Secondly, there 
is no control over borrowing by municipalities and semi-public 
bodies. Since much state borrowing is for railways and other 
undertakings, and for the purpose of re-lending to municipali- 
ties, such bodies might be encouraged to borrow in their own 
name, thus exceeding the amount which the state itself could 
secure. Since the ratification of the Agreement New South 


Wales has removed railway revenues and expenditures from the 
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State Consolidated Revenue Fund. To set up such enterprises as 
independent corporations with capital stock wholly owned by the 
government and with government guarantee of their bonds, might 
be a means of circumventing the controls established by the 
Agreement. In 1932 the Premiers of New South Wales and Queens- 
land urged increased borrowings for public works, but received 
little support from other members of the Loan Council. Premier 
Stevens (New South Wales) is said to have considered establish- 
ing a number of new statutory bodies to carry on state under- 
takings. He did not pursue this plan, but instead personally 
urged the mayors of municipalities and the heads of the existing 


statutory bodies having borrowing powers to obtain larger loans 


for public works, indicating that the State would guarantee 


debts so incurred. Such a policy could have no great effect 
Under the conditions of that time, but early in 1950, before 
American overseas investment wholly ceased, several comparativ- 
ely large loans of this character were effected, including loans 
to the City Council and Water Board in Sydney and to the City 
Council in Brisbane. The Report of the Royal Commission on 
Monetary and Banking Systems (1937), however, states that the 
states "have now arranged that these loans shall not be raised 
without Loan Council approval" (page 23). 

Thirdly, a majority decision of the Loan Council can 
only restrict aggregate borrowing by all governments. Once such 
amount has been fixed, only a unanimous decision can affect the 
allocation among the various governments. Lacking such unanim- 
ity, the amount available to the states is divided in proportion 
to average net loan expenditures over the preceding five years. 
A thrifty state is thus apt to be penalized when the time comes 
that it desires to borrow on a larger scale. Profligacy is a 
sure guarantee of ability to borrow in the future, since the 
financial position and past record of a state has no bearing 
either on the amount it can raise or the interest rate it will 


have to pay. 
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The opinion of the Financial Agreement held by the 
Australian banks was expressed by the Chairman of the Common- 
wealth Bank in his letter of December 13, 1930, to the Chair- 
man of the Loan Council when he spoke of "the practical uni- 
fication of the finances of the Australian governments through 
the creation of the Loan Council and the control of borrowing," 
and went on to express the banks’ view that under the exist- 
ing circumstances all borrowings, whether or not legally sub- 
ject to control by the Council, should be centralized under 
the Council, and that “individual applications....of any 
government for financial assistance can only be viewed in the 


light of the total requirements of all the governments." 
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Mets 
VIII AUSTRALIAN POLICY IN THE DEPRESSION 


(1) Features of the Australian economy prior to the depression 


The five years preceding the depression were for Australia 
a period of great prosperity, the nature of which determined, in 
large part, both the strength and weakness of the country when the 
time of trial came. 

This prosperity was based upon three chief factors, in- 
creasing volume of production and of exports, high export prices, 
and a large and fairly regular inflow of capital. The depression 
eliminated the third and drastically reduced the second. But for 
the fortunate and in part fortuitous continued increase in volume 
of exports it is doubtful if the country could have stood the 
strain, nor made a success of the Premiers’ Plan and the general 
policy associated therewith. , 

During this prosperous period the annual income from abroad 
Was approximately one-quarter of total national income, and in 
1928-29 amounted to about £170,000,000, of which £140,000,000 
came from exports and £30,000,000 from long-term borrowing by govern- 
ments, in addition to some private capital imports. Because of the 
magnitude of such income, external forces were more important than 
internal. “Banking policy before the depression was intimately re- 
lated to the balance of payments and was the passive rather than 
the active element of the relationship. Internal loans for public 
works were only half as great as external, and were financed from 


current saving. Deliberate policy on the part of Australia in pro- 


_moting prosperity before the depression was therefore largely con- 


fined to overseas borrowing and the expansion of export production”. 


(Copland, “Australia in the World Crisis 1929-1933", page 12): 


Volume and total value of wool production in 1926 to 1928 


were 30% greater than in 1921 to 1923, and wheat showed similar 


increases of 20%, although the acreage increase was 34%. These 
two products accounted for 61% of total exports. Overseas public 


debt increased by 36% between 1923 and 1928, interest payments in-~ 


hae 44% 
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The vulnerability of a country so largely dependent on 
world prices and on conditions in external loan markets is 
apparent. Other clements of danger may be mentioned. Internal 
costs and prices were very high, partly in reflection of high 
export prices, partly owing to the large governmental loan 
expenditures, and pertly duc to the ever-rising tariff. In- 
creases in the latter led to higher costs,especially as wages 
were tied to a cost of living index, and increased costs re- 
sulted in further demands, which were granted, for increased 
tariffs. Various lines of primary production, notably sugar, 
butter, and dried fruit, in turn obtained subsidies and »dro- 
tected home markets, by mcans of which, and the high level of 
wool and wheat prices, agriculture was able, for a time, to bear 
the burden of secondary costs. Such costs, however, were rela- 
tively rigid, and a further element of rigidity appeared in 
government finance, Spurred by the great increase in imports 
(which in the period 1922-29 excceded exports by £66 million, a 
reversal of the previous trend of the Australian merchandise 
balance of trade) an inerease in itself due in part to govern- 
ment borrowing, the Commonwealth government reduced income taxes 
substantially and leaned heavily on swollen customs revenue, 
which melted away in the depression. Expenditures were increased 
proportionately. Likewise, based upon a 100% increase in tax 
revenues between 1920 and 1928, the states greatly increased 
their expenditures from consolidated revenue. The heavy borrow- 
ing, at higher and higher rates of interest, resulted necessarily 
in a sharp rise in annual debt charges, and the greatest increase 
was in the interest on overseas debt, the kind which it would be 
the most difficult to mect in time of depression. 

There were, to be sure, some "revisionist tendencies," as 
Professor Copland has pointed out, and adjustment might have 
occurred if the depression had not comc when it did. Neverthe- 
less, the vulnerability was real, and contributed both to the 


early onset of the depression and the magnitude of the first 
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impact, although it might be said that this may in turn have in- 
directly assisted the adoption of remedial measures much earlier 
and more effectively than would have been the case if greater 
gradualness had encouraged more prolonged temporizing. 
The revisionist tendencies were not very pronounced. 
Overseas borrowings in 1927-28 were the greatest of any year, and 
the virtual cessation in 1928-29 "came almost entirely from the 
drying up of supply". (Maclaurin, "Economic Planning in Australia 
1929-1936", page 25) The last new long-term loan raised in London 
was in January 1929, and 84% of the amount had to be taken by the 
underwriters. In April the Loan Council desired to raise a 
further loan, but was unable. On the other hand, there were warnings 
from economists over the high level of nominal wages and the excessive 
burden imposed on export production by the tariff. By 1929 even the 
Tariff Board was becoming restive, but the policy of the new 
Scullin Government, facing evident signs of economic trouble in the 
autumn of that year, was to raise tariffs still further. 
Nevertheless, there were elements of strength and of 
ability. to meet a crisis when it should grise. Production had increase 
considerably, and "excess" capital equipment developed which, while 
likely to aggravate a crisis in its early stages, could nevertheless 
be useful in assisting a positive policy of adjustment. Substantial 
gold reserves and holdings of sterling exchange had been accumulated 
by the banks, which were later to hold the fort pending decisions 
on further policy. The new charter of the Commonwealth Bank was 
ultimately to prove useful. There was also the machinery of the 
Financial Agreement and the Loan Council by which state co-operation 
could be facilitated if the Commonwealth were determined to carry out 
any positive policy of readjustment with respect to government finance, 
Cracks in Australia's economic structure can now be seen as 
early as 1927, From 1927 to 1929 export prices fell slowly, 
nominal wages rose, unemployment increased, and a business re- 


cession set it. Between the beginning of 1927 and the third 
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quarter of 1928 the perccntage of uncmployment among trade union- 
ists (the only index of unemployment in Australia at this timc) 
increased from 5,9 to 11.4. After a slight improvement, the 
trend was renewed in 1929, 

The League of Nations' World Economic Survey for 1931-32 
shows a recession for Australia beginning as carly as January 
1928, earlier than any other major country covered by the survey. 
The fiscal year 1928-29 was definitely one of mild but increasing 
business recession, recognized by the Primc Minister in addressing 
the Conference of Commonwealth and State Ministers in May 1929. 
No action was taken, however, and the new Labour government, 
elected in October, came into power just as the full force of the 
commodity price debacle was breaking over the country. 

The crisis in Australia was of three~fold charactcr, affect- 
ing the foreign cxchange situation, government finances, and 
national income, with, in the latter connection, an undue propor- 
tion of the carly losses falling upon cxport producers. The 
measures ultimately taken, both dcliberatcly and by force of 
circumstance, tended to reetify the situation with respect to 
each such matter by a mixture of deflation and inflation, and 
through their comparatively early adoption, which was in part due 
to the early impact of the depression in Australia, enabled the 
country to take full advantage of the reversal of the world de- 
flationary movement as soon as it occurred. 

The degree of change from the days of prosperity may be 
briefly indicated. Based on the average of the years 1925~26 to 
1928-29 as 100, the index of export prices (in Australian currency) 
fell to 74 in 1929-30, to 58 in 1930-31, and was 56 in 1931-32 
and 1932233. The import pricc index did not go below 90 until 
1932-33, and never went lower than 87. In 1928-29 merchandise 
exports (including gold to the extent of new production) were 
$140 million and merchandise imports 3150 million. In 1929-30 


the value of exports fell by #42 million (sterling) while imports 
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=90. 
decreased by only S11 million. The crisis in the balance of 
payments was acute. It began in 1928-29 with the cessation of 
long-term government borrowing overseas. In the two years 1928- 
29 and 1929-30 the combined deficit on current account in the 
balance of payments Was £88 million, and would have been 5113 

million but for the large specie exports taken almost entirely 
from the banks' gold reserves. Near balance was achieved in 
1930-31 when there was a reduction of 54% in the sterling value 
of imports, resulting chicfly from the lesscr purchasing power 
of the people and exchange depreciation, and to some extent fron 
the highcr tariffs imposed in 1929-30 whose cffect had been de- 
layed through the high government cxpenditures and the over- 
valuation of the currency in 1929-30 and the first half of 1930- 
SL. A further fall in imports of 517 million in 1931~32 while 
exports (through increase in volume exactly counteracting the 
continued fall in sterling prices) remained steady, resulted in 
a surplus on current account of 415 million. 

The loss in national income, delayed in 1929-30 through 
government and bank policies which kept up imports, was esti- 
mated as 29% for 1930-31 as compared with 1928-29, and 33% in 
1951-52, measured in money. The loss in real income in 1950-31, 
as compared with 1928-29, was 20%, improving to 18% in 1931-32; 
in Professor Copland's view, the loss would have been much 
greater in 1931-32 and subsequent years but for internal measures 
which, by spreading some of the loss from export to domestic pro- 
ducers, tended to prevent the originating loss--through collapse 
of export values--from doubling by retarding internal production 
in all lines, There was further the very fortunate increase in 
volume of export production, but for which the volume of imports 
would have had to fall still further, with consequent increase 
in the loss of real income. Increase of population, of course, 
made the loss of real income per capita somewhat greater. The 
incidence of the loss in the carly stages was most uneven, 


ranging from 10% in interest and fixed payments and 123% it 
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wages and salaries to 47% in entrepreneur incone (the latter 
including all farmers), according to Professor Copland's estinate 
for the end of 1930, these figures being bascd on money income 
only. 

The catastrophic fall in export prices has been mentioned, 
Between January 1929 and December 1930 the Australian index fell 
by 45%. There was also a rapid reduction in volume of production 
in protected industrics, though prices were siow to respond, as 
were wages. Many wage-carners, however, suffered through unen- 
ployment, which reached 23% in the fourth quarter of 1930 end 
28%, almost the maxirun for depression, by the end of 1931. 

A considerable portion of the total increase in unemployment, 
it is clear was not due to the internal business slump but to 
the cessation of governmental public works. 

Likewise government finance, becoming unsatisfactory be- 
fore the depression, rapidly approached a crisis, Which, like 
other natters mentioned previously, might have occurred even 
sooner, but in less acute form, but for the stop-gap policies 
of 1929-30. The maintenance of loan cxpenditure and imports in 
that year not far below the 1928-29 level kept revenues up 
temporarily. In both 1929-30 and 1930-31 Commonwealth expendi- 
tures from Consolidated Revenue Fund were greater than in 1928- 
29. In 1929-30 tax revenue increased slightly, but fell by 
68 millions in 1930-31, customs and excise collections alone 
being less by 410 millions than the previous year, The deficit 
was only 51.5 miliions in 1929-30, but was 410.8 millions in 
1930-31. The deterioration occurred earlier and lasted longer 
for the states, with their large business undertakings. Despite 
increased revenue from taxation, the combination of continued 
expenditures on the former scale and drastic reduction in non- 
tax revenue resulted in an increase in combined state deficits 
from $3.0 millions in 1928-29 to 328.9 millions in 1929-350 and 
$15.5 millions in 1930-31. In the latter year, total Common- 


wealth and state deficits therefore amounted to 426,300,000 on 
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revenuc account in addition to net loan expenditures (from in- 
ternal borrowings) of 416,000,000, with the situation beconing 
worse each month. By January 1931 Commonwealth stock was selling 
at a price yielding an average cffcctive interest rate of 73% 


as compared with 5£% in the middle of 1929. 


(3) Depression policy 1929-31 


This period naturally divides into two parts, closely 
corresponding to the two fiscal years. The first was marked by 
definite policy, which had the effect of temporarily meeting 
the immediate crisis in the balance of payments and government 
finance at the expense of greater difficulties later; the second 
was a@ period of indecision, conflict and discussion, of lining 
up of opinions and influences out of the clash of which event- 
uaily emerged the Premiers’ Plan. 

The new Commonwealth Government in November 1929 was faced 
with rapidly rising unemployment, falling export prices, de- 
creased government revenues and a crisis in exchange transfer. 
In October the Commonwealth Bank had advised the government to 
pass legislation empowering the Bank to take over, on behalf of 
the Government, the gold reserves of the Commonwealth. (At that 
time in addition to the Commonwealth Bank's holdings of 422 
millions, the trading banks held gold reserves of 524 millions). 
This was done in November, and in December private export of 
gold was prohibited. Australia was thus off the gold standard, 
but maintained its currency for some time at near-parity with 
gold-standard currencies. This continuance of the over-valuation 
of the Australian currency ("over-valued" because of the high 
internal costs) itself contributed to maintenance of imports and 
prevented, in the absence of the former overseas borrowing, ad- 
justment of the balance of payments. Mobilization and rapid 
liquidation of gold reserves, sterling balances and other 
foreign currency rescrves, and rationing of exchange by the 


banks, enabled ncar-parity to be maintained for some time, but 
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' the drain continued, there being a decrease of over $56 million 
in gold reserves and bank asscts abroad in 1929-30. 

Gold exports were, of course, only intended as a temporary 
measure, to hold the fort in the transition period, while the 
basic trend in the balance of payments was to be rectified by 
other policies, Feeling in financial circles favoured reductions 
in wages and governmont expenditure, as a means of casing the 
»' "transfer" problem, but this was contrary to the Scullin government 

policy. Another proposal was for increased tariffs with which the 
government entirely agreed. So far as the government had amy 
positive policy in 1929-30, it lay in the utilization of the 
tariff as a cure not only for the adverse balance of payments 
but also for unemployment. The Prime Minister declared in November 
that "there should be a return to normal prosperity in the 
coming year." Allied with the tariff were to be curtailment of 
immigration and assistance to primary industry. 
The tariff was over-hauled and considerably increased 
in November and December, 1929, but failed to reduce imports 
materially. An emergency tariff schodule in April 1930 provided 
for the absolute prohibition of imports paeneain items, the 
rationing of others, and an increase of 50% in existing duties for 
a third group. The schedule was declared to be temporary 
(but remained until 1932) and established only for the purpose 
Of curtailing imports so as to rectify the trade balance. Des- 
pite these measures, however, imports in 1929-30 declined by 
only 7% while exports, as world prices continued to fall, 
declined by 30%. Unemployment increased from 13.1% in the last 
quarter of 1929 to 23.4% in the last quarter of 1930. 

The Scullin government also attempted to give assistance 
to primary production, although the amount proposed would 
_ searcely have compensated primary production as a whole for the 
increased costs under the new tariff, let alone corrected the 
internal disequilibrium resulting from the collapse of export 


| prices. The pre-election statement of policy had emphasized 
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"the fullest possible protection to all industries, primary and 
secondary", but the direct assistance ultimately proposed seems 
to have been chiefly directed to easing the transfer problem by 
increasing production and thereby expanding volume of exports. 
The chief appeal was made to the wheat farmers who were 
urged to increase production as a patriotic duty, and who were 
to receive a guaranteed price of 4s a bushel at country points 
(thus in effect pooling freight rates) and a compulsory wheat 
pool for three years, to be established by a Wheat Marketing 
Bill. The farmers did their part by expanding acreage 21% (in- 
creasing from 15 million acres in 1929 to 18,2 million acres in 
1930) but the Wheat Marketing Bill failed in the Senate, and with 
it, the guaranteed price. Considerable assistance was nevertheless 
given the trade balance in 1930-31 since a fortunate season om- 
bined with the increased acreage resulted in a 70% increase in 
production, from 127 million bushels in 1929 to 214 million bushels 
in 1950, although the record size of the crop itself removed part 
of the benefit by depressing the price of Australian wheat. 
The government also proposed to establish a wool pool 
(though without any guaranteed price) but fierce opposition from 
the larger graziers decided Mr. Scullin to take no action. These 
two failures almost completely destroyed the agricultural pro- 
gramme. 
With respect to financial measures, the Scullin government 
was opposed to deflation of any sort, but on the other hand, 
during this year, it fully accepted the banks' contentions that 
exchange parity should not be interfered with, and the government 


was also at this time opposed to direct currency inflation. But the 


) Treasurer, at least, recognized that some kind of internal re- 


adjustment was necessary; the particular measures he favoured were 


in the nature of credit expansion. To this end, two bills were 
introduced in April and May of 1930 designed to facilitate the making 


of unlimited advances to the Commonwealth and state Governments by 
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the Commonwealth Bank, and to increase the direct control of 
the government over the Bank. Both were rejected by the Senate 
in the autumn. 
A final comment on the year 1929-30 will sorve tc intro- 

duce the difficulties which came to a head in 1930-31. Comnon- 
wealth governnent finance made a satisfactory showing in 1929-30, 
the deficit being only 51.5 nillion as ogainst £2.4 million the 
previous year, but it was becoming apparent that deterioration 
must soon set in. The governnent had refused to reduce expen- 
ditures to any extent, but revenues stayed up sufficiemtly. 

The income tax, through its natural time-lag and increased 
rates, did not decline but increased in total collections by 
about 13%. Customs revenues, owing to the corbination of the 
higher tariff and continued unintended encouragement of inports 
by reason of the maintenance of near=-parity with sterling, also 
increased slightly. On the other hand, state government finances, 
much more quickly responsive to changing cconomiec and business 
conditions, were already in bad shape, the combined dcficits of 
all states increasing from £3.0 millions in 1928-29 to £8.9 
millions in 1929-30. 

In July 1930 the government presented an optimistic budget 

for 1930-31 envisaging only a 5% decline in customs revenue, a 
surplus instead of a deficit on the post office and business 
undertakings, and greater expenditures than the previous year, 
with increased taxation to balance the budget. Within a month 
or two it was apparent that the actual results were going to be 
very different, and the conflict began between the bamks' desire 
for deflatiomary measures and cessation of deficit financing, 
and the Labour Party's resistance to every suggestion of reduced 
expenditures or wages, ultimately leading the latter to adopt 

an Pee atlanary programme, the rejection of which by the Scnate 
precipitated the situation from which emerged the famous Premiers’ 


Plan. 
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During the year 1930-31 little was done by the Cormon- 
wealth to assist the unemployment problem (which throughout the 
depression was almost entirely the responsibility of the states 
both as regards direct relief and relief works) nor to secure 
internal equilibrium. Two events did occur, however, which 
aided in internal adjustment. In the first place, the trensfer 
problem was becoming acute. The banks had fixed the exchange 
prenium of sterling at 14% in Decenber 1929, subsequently in- 
creased to 6 1/3% in March. The latter remained the banks? 
carded rate until October, when it was increased to 82%, and 
remained there until January 1931, being naintained through 
gold experts and utilization of sterling reserves. However, no 
attempt was made to control current London funds received from 
exports, and such funds were sold in an open or "black" market 
at & premium which kept on increasing until it was double the 
bank premium. During the latter part of 1930 the banks attempted 
to ameliorate the situation by restricting credits to importers, 
but such action came late and could not reduce imports in line 
with exports. In view of government resistance to any large 
measure of deflation, currency depreciation was inevitable. 
In September an exchange pool was formed, through which the 
government was given first call on 43 millions per month for 
meeting external debt charges. Meanwhile the open market rate 
continued to rise. In January 1931 fears of currency inflation 
stimulated a flight of capital, and, with much lower export 
prices than the year before, the strain on the banks' exchange 
reserves became severe. In addition, the open market was 
depriving the banks of their very profitable business in ex- 
change. The Bank of New South Wales took theinitiative and 
successively raised the carded rate, followed by the other banks, 
until a premium of 303% was reached by the end of January. 
Australian economists and, in October 1930, the Labour caucus, 
had adyocatcd such exchange depreciation as a measure of relief 


to agriculture, and Australian opinion now seems unanimous that 
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it had that effect. From the point of view of the banks, the 
chief effect was that the transfer problem, caused by the attempt 
to keep the currency up without achieving internal deflation, 

was solved at least temporarily. 

The other measure of internal adjustment was brought about, 
not by the government, but by the Arbitration Court, which in 
fact acted against the wishes of the government. In January 1931 
the Cormonwealth Arbitration Court, on the express ground that 
the national income had fallen, and that it was necessary to 
maintain industrial production and adjust industrial conditions 
in some degree to those of agriculture, declared that a reduction 
of 10% in the basic wage must be put into effcct immediately. 

The Court proceeded to apply the cut to almost all industrics 
under its jurisdiction, affecting about 400,000 workers. State 
Arbitration Courts eventually followed suit. 

Meanwhile government finances were going from bad to worse. 
At the Premicrs' Conference at Melbourne in August it had been 
agreed to balance both Commonwealth and state budgets for 1930-31 
and subsequent years, but this proved impossible with the unfore- 
seen catastrophic fall in revenues and the Labour Party's refusal 
to permit reduction of expenditures. The Australian Council of 
Trade Unions called upon the governments to repudiate the Mel- 
bourne Agreement and to dissolve the Loan Council. In October 
the Federal Labour caucus passed a resolution that the Common- 
wealth Bank should be required to create sufficient credit to 
finance the budgetary needs of the Commonwealth government and 
in addition £20 millions for loan works. The leading members of 
the Scullin government were desirous of effecting substantial 
economies, but majority opinion in the caucus was ademant. 

Obviously, the only ways out were repudiation or inflation, 
and Labour Party opinion tended more and more strongly towards 
the latter, with occasional suggestions of repudiation which 
served only to frighten the country. On the other hand, the 


banks began to resist any extension of such inflation as had 


Ad ro 
an 


wit ait aa 


epiiel ahs 


Raat “wll al 8 pes Yes, 


V 


en in 


os tagiort aa 3 Vaoniaiities Lomestat to. omumeon 


ad sols +oaes lg bared fois abt - 8 tad, tepemrore 
tea dazu vat .tdonmrsvog od? To nodal edt bspibidbthi 


sede Srvory ag a gerenne pris 0: Scania sontoutidra . 
Pete in ay vine eoaon: adr ae “pode: Dee te) e bad einoet. 


Ay ey! [at 


potvabone | Laks ais ae erase one. ott oubore Lobad i 4 
Youber & tech Dowshoed. Start EUOLTBA 40 eeodt. of. porged 6 - 

vibes i Doomeh’ 4 ; taotte odat tag: ae: tetas opew, ofand odd. RO: 
| hi oa ih, Shs fadats ‘ot tie: sui EGR at deboooorg | 
ote .eaotdiow odd yoos "su fit ginkdob +t2. entonbateut 


stige® * pare LLom, vilagtagve. 


MOT cof bad site gett om t eteu: z voonent2- JHOMETO VOR. ott shines 
agod i bet re Foikgat mn onidodtow te sasarg heed. "ate 
Q 30 49 2 al optus diate bs dleewnomae. tod, eon lod 
i" Ta oad HS ow oLdieedd lt hovoxe aide aS | eres sro | 
sO" angiued 1 shodad, ort brs outoT Or ab. fled, obe 
to ah Od aaron “iork oft . sBpeted Lbnoaxe ho morsgubor § 


Lol ont ee pLoss pL a by itommrevoa arte nous sine 


leg ol Yadt ookd woes 6 ponend: BsONBD - saa pie 
od . tions dnedoe eta “Gt sito ot bex taper. od: Diwodte ase ft | 
Bac to veoaunt bvog dtimotea Lom - ext ep" abana, xaeteghud ails 08 
" ‘Weédaee gatboos. oat  .editow - ool not amok Lites, RA a 
‘ctémabadin hassootte Yo-auoereeh onaw taommewog 
| tepmsbe aa aitiune’ Oink wodngao, oe mt F 
ote a 20 to. abbas eno hopshescit sitoe omit id : 


PT ae 


Set Ra Rt ea et 


~~ 
hs ee 


-100- 


already taken place. Advances by the banks to the various 
governments, plus treasury bills, had risen from 45.5 nillion 

in June 1929 to £55.0 million in December 1930; this was mostly 
overseas floating debt (£38 million by September 1930) which 
could not be funded. The banks on the one: hand restricted 
loans to other customers thus limiting the inflationary effect 
of governmental bank borrowings, and also put a potential check 
on government borrowings (December 1930) by requiring approval 
of the Loan Council in every case, whether or not the particular 
loan desired came under the legal jurisdiction of the Council. 
Further the depreciation of the currency in January 1931, while 
tending to eee national money income, had the immediate 
effect of imposing a further burden on government finances. 

From now on the "battic of the plans" really got under way. 

For some months the Australian cconomists, who are comparatively 
fow in number, highly respectcd and who exhibited a marked 
capacity for agreenent on principles had been urging the Govern- 
mont to adopt a positive policy of internal adjustment, and by 
their public pronnuncements provided a point around which dis- 
cussion by politicians and the public might revolve. There seens 
little doubt that the central theme of most of these politico- 
econonists, equal sharing of the loss of the national income, 
played an important part both in the formulation of the Premicrs’ 
Plan and in its acceptance by the people. 

In the first "Economists' Manifesto" of June 1930, restor- 
ation of oquilibrium through spreading the loss of income, and 
freeing forcign exchange, were strossed. In September 1950 a 
comprehensive "Plan for Economic Readjustment" was submitted to 
the Commonwealth Treasurer by Profcssors Giblin and Copland and 
Mr. E. C. Dyason, who suggested restoration of internal equilib- 
rium by a 10% reduction in real wages, increased income tax, 
depreciation of exchange by at least 20%, expansion of bank 
ercdit, direction of Commonwealth Bank policy towards maintenance 


of stable prices, and purchase of government securities and 
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increase of note issue by the Commonwealth Bank so far as necessary 
to sustain the cash reserves of the trading banks and maintain 
"the general level -of prices." 

In January 19351 the second Economists’ Manifesto was pub- 
lished, repeating the provisions of the first and advocating a 
10% reduction in real wages, reduction of interest rates and of 
public expenditures, and allowing foreign exchange to go to “the 
natural price." 

At the Premiers’ Conference in February three plans were 
proposed. A Committee of the Loan Council, consisting of the 
Chairman of the Commonwealth Bank Board, the Assistant Secretary to 
the Commonwealth Treasury and five state Under-Treasurers, assisted 
by three economists, proposed that budgets should be balanced by 
drastic reduction in government expenditures, a plan which met with 
a frigid reception from the Commonwealth government, The second 
plan was proposed by Mr. Theodore, the Commonwealth Treasurer, and 
might be calied a "refiationary” programme, combined with all 
feasible governmental economy. The objectives were expressed to be 
reabsorption in industry of the unemployed, restoration of budget 
equilibrium, maintenance of national solvency and an equitable 
spread of the loss of income over all sections of the community. 
The programme included reversal of the policy of restricting bank 
credit with a view to raising prices to the level of the 1925-29 
average, extensive purchasing of government securities on the open 
market by the Commonwealth Bank so as to bring the yield on govern- 
ment bonds down to 5% (as compared with the existing yield to 


maturity of between 7 and 73%) raising a loan to finance farm relief 


measures and public works, substantial reduction in rates of interest 


on deposits and overdrafts, permitting the exchange to go to its 
natural level, special taxation of income from government bonds, 
and "rigid economy in state and Commonwealth expenditure." As 
explained to the Conference and to Parliament, a substantial 


rise in prices was regarded as essential, The plan was agreed 
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to by the conference, except for Mr. Lang, the Premier of New 
South Wales. It was not favourably received by the banks. 
Their reply to Mr. Thcodore stated they would be willing to 
consider the question of co-operation with the government in 
the programme to stimulate the revival of industry after the 
government had carried out drastic economies. 

Meanwhile Mr. Lang at the Confcrence demounced the 
Theodore plan as entircly dcpcondent on the co-operation of the 
banks, and presented a hastily prepared plan of his own, which 
merits some consideration as it is arguable that but for Mr. 
Lang's extremism (in which he was consistently supported by 
the New South Wales Labour Party), the course of conduct he 
followed and the fcar he inspired, effective co-operation of all 
elements in agrcecing to and carrying out the Premicrs' Plan 
might never have been achioved. At this time he proposed re- 
duction of interest on all government bonds in Australia to 3%, 
and that no further intcrest be paid on overseas debt until 
Britain dealt with it on the samc basis on which she settled 
her own debt to the United States (as later explained, this 
meant reducing the rate on London loans to 3%), and substitution 
of a "goods standard" based upon the wealth of Australia in 
place of the gold standard. The last point is meaningless, but 
by emphasizing the need for rcduction in debt charges, and indi- 
cating that governmonts might repudiate, he may have assisted 
in the ultimate success of the most important clement of the 
Premicrs' Plan, conversion of public dcbt, as an alternative 
to repudiation or inflation. Cortainly, for the time Mr. Lang 
seriously injured Australian credit. The Conference rejected 
his plan, but he attempted, with the full support of the New 
South Wales Labout Party, to carry it out in his own state. 

A bill was introduced in New South Wales (but shelved by the 
Legislative Council) to reduce interest on government debt to 
3% and to limit bank rates. On April 1, 1931, New South Wales 


defaulted on overseas interest payments, and though the 
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Commonwealth government made good the payment, a near-panic 
resulted from the Lang programme. There was a flight of capital 
to other states. <A run on the State Savings Bank forced it to 
suspend operations. Following this, there was a run on the 
Commonwealth Savings Bank, which was stopped by a declaration by 
the Chairman, Sir Robert Gibson, in a radio broadcast, that the 
Commonwealth Bank would use its powers to issue notes to the 
full extent necessary to meet withdrawals. 

Mr. Lang's actions split the Labour Party. Moderate labour 
opinion and the majority of the federal government bitterly 
opposed his programme. In March the federal executive expelled 
the New South Wales State Executive from the Australian Labour 
Party. A New South Wales Labour group in the federal Parliament 
was thereupon formed. In addition, six conservative federal 
labour members went over to the opposition, including Mr. Lyons 
who Subsequently became leader of the United Australian Party, 
consisting of the former Nationalist Party and the Labour con- 
verts. 

Meanwhile, even before the February Conference ended, the 
opposition of the banks and of the Commonwealth Bank to credit 
expansion produced a change in the Theodore plan, upon which 
the Conference divided on party lines. Sir Robert Gibson had 
stated that the Commonwealth Bank could not extend credit of 
£18 million to the government for public works and relief *: 
wheat growers, because the export of gold had reduced the gold 
backing of the note issue almost to the legal minimum, and a 
sudden increase of government expenditure of such magnitude 
would cause a demand for more notes. Mr. Theodore then proposed, 
and subsequently introduced a bill, to create an issue of 
fiduciary currency limited to £18 million. Two other bills 
were also proposed, one, which was later dropped, empowering 
the Treasurer to control interest rates to be paid and charged 
by the trading banks, the other, The Commonwealth Bank Bill, 


removing the gold reserve requirement, limiting note issue by 
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law,and cnabling the government to ship abroad the 3415.6 million 
of gold still held by the Commonwealth Bank. 

The Fiduciary Notes Bill provided for the issue of such 
notes only if the Commonwcalth Bank refused to grant the 418 
million credit. In April Sir Robert Gibson wrote to the Treasurer 
that the drift in governmcnt finance must be stopped, and that 
the total accommodation in Australia and London extended to the 
various governments by the Bank, which thon amounted to $44.3 
million, would not be permitted to go beyond 450 million, a 
figure which it appeared would be reached by the end of June. 
The Senate rejected both the Fiduciary Notes Bill and the Common- 
wealth Bank Bill, and an impasse was created, with the Opposition 
demanding a general election, and the government threatening to 
resubmit the Fiduciary Notes Bill and, if it were rejected again, 
to ask for a double dissolution. Much talk was heard of the 
issue of the people versus the banks, but the government found 


little public support for, indeed little understanding of, its 


fiduciary notes programme. As can now be scen, looking back, 


the situation was ripe for compromise. 

The impetus came from the Loan Council acting (like the 
Arbitration Court in January) against the wishes of the Common- 
wealth government, which was still debating what to do. Ata 
meeting on April 25 the Council recognized the realities of the 
Situation and abandoned its former stand in favour of immediate 
balancing of budgets, but declared that the aim must be to balance 
the budgets by the year 1933-34. By a majority vote a committee 
was appointed "to report to a full meeting of the Council not 
later than the third week in May what further action must be 
taken." The Committee appointed a sub-committee of four economists 
(Professors Copland, Giblin, Melville and Shann), to which were 
subsequently added five Under-Treasurers. Their report was sub- 
mitted to. a special Conference of the Prime Minister and State 
Premiers and, on its adoption, with onc or two changes, as a 


programme of action, constituted the Premiers’ Plan. 
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(4) The Premiers' Plan 

The Premiers’ Plan of Reconstruction, adopted on June 10, 
1951, was by no means a complete blueprint of economic adjustment, 
but was concerned primarily with government finance. Measures 
proposed, however, involved a degree of sharing the burdens of 
the depression--both the measures relating to government finance 
and the only non-governmental project, the reduction of interest 
rates generally. The plan also envisaged "the maintenance of a 
free external exchange rate" as a stimulus to recovery and a 
direct benefit to stability by the resulting maintenance of export 
values. Restoration of confidence was expected to result from the 
great reductions to be made in government deficits. 

On the side of public finance the situation was indeed 
alarming, and it was upon this problem that the Committee and the 
Conference concentrated their attention, with expansionist policy 
postponed until budgets could be stabilized. The combined 
deficit of all governments was estimated at 331 million for 1930- 
$1, and £39 million in 1931-32 and even greater amounts in sub- 
sequent years, unless action were taken to reverse the trend. 

It was estimated that total expenditure (other than loan expendi- 
ture) of the Commonwealth and state governments was 29% of 
national income in 1928-29 and would be 41% in 1931-32. A frontal 
attack on expenditures was obviously required, if equilibrium 
were to be approached by governmental, as opposed to monetary, 
action. The Committee took as the standard in this respect, the 
20% reduction in the federal basic wage accomplished by the com- 
bined operation of the 10% special reduction under the Common- 
wealth Arbitration Court's awards in January and February and the 
automatic reductions accompanying falling prices under the 
Australian sliding-scale system. (In relation to purchasing 
power in 1931, the reduction in real income was only 10%) « 

The recommendation was that all adjustable expenditures should 

be reduced on the average to 77% of the level of 1929-30, in- 


cluding reduction of wages and salarics to 80%. In the 
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preliminary budget estimates for 1931-32, adjustable expenditures 
were already down to 87% of those in 1929-50, so that the further 
reduction required would be 10%, or about £13 million. It should 
be emphasized, however, that much of the reduction already 
achieved had come as a result of lessened business activity, for 
example reductions in railways expenditures, and that the real 
effort, notably salary and wage reductions, had yet to be made. 
(In Western Australia and South Australia the estimates for 1931- 
32 already showed reductions of 20% as compared with 1929-30). 
No reduction was contemplated in the expenditure on unemployment 
relief, which was estimated by the State Treasuries at 410,500,000 
for 1931-32, but which the Committee felt might require as much as 
$3,000,000 more than the estimate. (Actual expenditure from 
revenue for this purpose appears to have been 410,884,000 in 1931- 
32, compared with £8,352,000 in 1930-31). 

On the revenue side, it was held that the limits of taxation 
had been almost reached in most states, and also for the Common- 
wealth with respect to direct taxes. It was recommended that 
Victoria and Western Australia should come up to the average 
severity of taxation by increased income tax, the increased 
revenue being $2.2 million, and that a further £2,000,000 might 
be possible through increased federal direct taxes. The chief 
increase in revenue was to come from the Commonwealth sales tax 
(to be raised from 24% to 6%) and primage duty on imports (to 
be raised from 4% to 10%), calculated to yield an additional 38 
Million. These were proposed on the express ground that they fell 
"on everyone's consumption without directly increasing the cost 
of production to any considcrable extent". To avoid passing on 
the burden largely to export industry, such increases were not to 
apply to basic foods, and thus would not be greatly reflected in 
higher wages through the cost-of-living index, nor, therefore, in 
higher prices for the products of secondary industry so far as 


such prices depended on wages. 
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These measures still left a probable deficit for 1931-32 
of not less than £14 million, and it was at this point that the 
Crantttec took up the matter of reduction of interest on the 


public debt, which they recommended on four grounds: the danger 


(Page 107 follows) 
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of default or altcrnatively of currency inflation if dcficits 
were not further reduced, the important practical fact that 
"the sacrifices asked from wages, salaries and pensions are so 
great that they would not be accepted if any other incomce-clonent 
escaped," and finally, the equitable principle of equality of 
sacrifice. For holders of fixed noney-claims to mako their con- 
tribution, conversion was the best method. Raising the price 
level by the issue of currency or expansion of bank credit was 
rejected because "under present conditions such a policy would 
ceecvroy contidence in the currency". Increased taxation of 
income from property was likewise not favoured, for it would not 
aid in lowering interest rates generally, and the Committee felt 
thet in order not only to assist public finances but to cause a 
general sacrifice by @ll creditors and have it benefit debtors 
generally, the method adopted should be conversion of internal 
public debt, “accompanied by a simultaneous reduction of bank 
interest rates and mortgage rates". No specific recommendation 
was made, however, as it was recognized that the urgency of the 
budget situation might make necessary @ temporary recourse to the 
alternative of special taxation. Conversion on the basis of a 
15% reduction in interest, it was estimated, would effect a net 
saving of £3 million; continuance of the existing 73% special 
tax (Commonwealth) on income from property (including bonds) 
was assumed. 

Based on the foregoing estimates, including conversion, 
the deficit in 1931-32 would be reduced to $11 millions, or 4513 
millions if the Committee's fear of a further decline in revenue 
were realized, and without considering the quite possible in- 
crease in unemployment relief of as much as £3 nillion. It was 
confidently anticipated that deficits would substantially de- 
crease in subsequent years, and it was therefore concluded: 
"Because of its temporary nature and of the scverity of the 
measures that will have been necessary to bring the deficit down 


to $11,000,000, borrowing to bridge the remaining gap is both 
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justifiable and practicable." It was suggested that the Common- 
wealth should give the states part of the benefit of its more 
favoured position under the plan, by special grants of such size 
as to leave Commonwealth and states with equal proportional 
deficits, except Victoria which it was expected would show a 
slight surplus, and New South Wales which should make greater 
economies. 

The Committee had little to say on general economic policy, 
beyond such as has been already mentioned, except to deprecate 
any premature return to the old parity of exchange with sterling, 
which "would intensify the crisis in Australia by reducing export 
values once more", 

The Report of the Premiers' Conference was based largely 
on the recormendations of the Copland Committee. The suggestion 
of equalization of Commonwealth and state deficits was not 
carried out, but conversion was decided upon on the basis of a 
direct reduction of interest payments by 223% and issuc of new 
securities free from the Commonwealth 73% tax, a change which 
was equivalent to handing over to the states the amount of such 
tax on their own securities. The conversion proposal was as 
much disliked by a section of the financial and business com- 
munity as was the cut in wages by a section of labour, and it is 
evident that only by the conjuncture of the two measures was 
agreement secured, after considerable difficulty. The plan was 
essentially a compromise which as events proved coincided with 
the interests of the country as a whole, having regard to all 
the factors in the situation which had to be met. It contained 
no practical elements of general economic policy but was directed 
primarily towards solution of a crisis in governmental finance, 

a crisis which no single force in the country was in a position 
to resolve alone. Nevertheless, when vicwed by itself and with 
due regard for its limited sphere, it appears as a most striking 
illustration of deliberate acceptance of direct sacrifices by a 


democratic country. 
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The forees opposed to one or other of the two main featurcs 
of the plan were strong; but it was clear the plan must depend 
for its success on widespread support, among all political 
parties, labour, finance, and the general public. When the Con- 
ference was discussing conversion by compulsion, the leader 
(Hon. J. A. Lyons, formerly acting Treasurer in the Scullin 
Government) and dcputy-leader of the Opposition in the federal 
House wrote to each Premier declaring that this was a radical 
departure from the patriotic appeal intended by the Copland 
Committec. This might have broken up the Conference, for labour 
was hostile to wage reductions and skeptical that interest re- 
duction would be carricd out volunterily, but by the time tho 
communication was received opinion in the Conference was noving 
toward the method upon which agreement was finally reached, 
nanely, to launch the conversion loan as a voluntary measure, 
but with the definite understanding on everyone's part that, in 
Mr. Theodore's words to Mr. Lang, "if people do not convert, they 
cannot be allowcd to go Pree,or making a contribution to the 
national sacrifice". Mr. Lang eventually agreed, although stip- 
ulating that he would not reduce expenditures in New South Wales 
until conversion Was an accomplished fact. The Plan was adopted 
unanimously by the seven Premiers and the lcader and deputy 
leader of the Opposition in the federal Parliament. State 
Ovposition Leaders then held a Conference and likewise gave 
support to the plan as regards reduction of interest and expen- 
ditures, although cxpressing regret that governmental finance 
was the only problem dealt with. 

Support from sources outside the political parties was 
necaded, however, for the success of the Plan, and assurance 
thereof was required before the Plan was adopted. The banks 
declined to underwrite the conversion, but agreed to reduce 
interest rates on overdrafts and on fixed deposits. Banks, 
insurance conpanies and other large holders of sccurities, whose 


ageregate holdings of internal government bonds amounted to at 
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least 40% of the total, agreed to the conversion in advance. 

The Leader of the Opposition agreed to act on the National Appeal 
Executive, whose other members were the Prime Ministcr and the 
Chaimman of the Cormonwealth Bank, to direct the conversion 
canpaign. 

The itoms of the Plan as finally adopted, which was de- 
clared to be an indivisible whole with the carrying out of each 
part dependent upon the carrying out of all parts, and which 
each of the governments bound themselves to carry out, were as 
follows: 

(a) Reductions averaging 20% in all adjustable government 
expenditure as compared with the year onding June 30,1930. 

(bo) Conversion of the internal debts of the governments on 
the basis of a 223% rcduction of interest. 

(c) Increased taxation of at least 51.5 millions by Common- 
wealth income tax and 46.4 millions by sales tax and prinage 
duty. (The increased State taxation recommended by the Committee 
was not included in the formal Plan) 

(d) Reduction. of: bank and savings bank rates of interest 
on deposits and advances. 

(e) Relief in respect of private mortgages, by legislation. 

The Premiers't Plan and its execution represents the success 
of the Australian people in performing one of the most difficult 
tasks to be attempted in a country democratic in political 
structure, and a network of rigidities in economic structure, 
that of attempting, achieving and enduring widespread deflation 
by open and concerted action based upon popular consent. That 
it would have been sufficiently hcroic a measure for the necds 
of the situation but for certain extrancous aids, discussed 
below, may well be doubted. That it was, in itself, a "niddle 
course between inflation and deflation", a "judicious mixture" 
of both, as Prof. Copland suggests, or that it was in any measure 


& programme of general cconomic policy, is even more dubious, 
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It is neverthcloss truc that the ccononmists, cxhibiting a 
marked degree of agreement, did advocate a fairly comprehensive 
programme of economic adjustment, and that partly by accident or 
force of cireumstence and only partly by deliberate policy, 
events in Australia did shape themselves roughly in confornity 
to a large part of such programme. Thus the Manorandum of 
Professors Giblin and Coplamd and Mr. Dyason in September 1930, 
and other pronouncements of economists both before and after the 
adoption of the Prenicrs' Plan, favoured a free exchange with a 
view to stopping the fall in national money income and spreading 
the loss in export values over the whole community. The Cormon- 
wealth Bank and the trading banks supported the exchange rate, 
ond depreciation did not take place until gold and sterling re- 
serves were nearing exhaustion. The economists cesired not only 
depreciation, but in their later pronouncements a free exchange. 
The banks, however, maintained a fixed rate fron January to 
December 1931 and another (under direct managenent by the Conmmon- 
wealth Bank) from December 1931 to date--fixed, that is, by 
reference to sterling. By reference to gold, the abanconnent of 
the gold standard by Great Britain resulted in the Australian 
pound fluctuating in exactly tho same degree as sterling. The 
econonists had had the definite objectives of maintaining 
national money income and assisting export production. Such 
changes in exchange rates as occurred were merely the result of 
superior force acting against the desire of the authorities for 
stability at as close to sterling parity as possible. 

Again, behind the protection of a depreciated currency the 
econonists advocated internal inflation, or at least measures to 
prevent the price level from continuing to fall. The Memorandun 
mentioned above proposed “an expansionist monetary policy based 
upon the purchase of government securities by the Commonwealth 
Bank with a view to maintaining the general level of prices as 
measured by the complete retail index number". Considered by 


itself, this would be in conflict with the "central problem" of 
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redistributing the loss in national income, but it was regarded 

as necessary for business recovery, and it was intended to accompany 
a restoration of exporters' real income to 90% of the former level 
by exchange depreciation; together these measures were to bring 
about “stabilization", However, there was no mention of the 
matter in the Premiers’ Plan, and at no time was such a policy 
pursued, The only expansion of bank credit through purchase of 
government securities that occurred, came not through open market 
operations, nor as a matter of monetary policy, but from the issue 
of treasury bills to meet the deficits that still existed under 
the Premiers’ Plan. This was not done as a matter of deliberate 
policy but simply because public loans could not be floated, It 
was contrary to the recommendation of the Copland Committee, which 
thought borrowings to meet government deficits "should come from 
current savings rather than from new bank credits", 

Finally, it is interesting to note that one of the steps 
most emphasized by the 1930 Memorandum, reduction of real wages by 
10%, came about, in the first instance, not as part of a general 
plan, and not by governmental action, but by independent action of 
an autonomous body, the Commonwealth Arbitration Court, It should 

be mentioned, however, that the economists had intended such a 
development; and that the Court was influenced in its decision by 
the general trend of economic thought, as expressed by Professor 
Copland, who appeared before it, and that it openly gave as one of 
the grounds for wage reductions that the loss in national income had 


chiefly fallen on export industry and should be more widely dis- 


tributed, 
(5) Implementation of the Premiers' Plan and other aspects of 


Australian recovery 
(a) Reduction of interest rates 
(i) Conversion of public debs 
The internal conversion loan in July and August 1951 was 
a great success. A vigorous campaign of propaganda was launched, 
with all political parties participating, "Equality of sacrifice 


was advanced and accepted as a patriotic duty and, subject to 
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bitter opposition from die-hards in both camps, was the basis of 
the acceptance of reduction in income by wage-earners and bond- 
holders. That observers were correct in ascribing the greatest 
importance to the psychological factor is indicated by the fact 
that express notification of assent to conversion was given by 
holders of 91% of the outstanding internal debt of £058 ,000,000, 
although such express assent was not technically necessary since 
the scheme provided that conversion would be automatic except 

im case of express dissent. Dissent was registered with respect 
to only 3% of the debt. 

The manner of effecting the conversion is an interesting 
example of the new machinery in Australia for joint action by 
Commonwealth and states in the financial field. An Agreement was 
entered into between all governments, under sec. 105A of the 
constitution, in the same way as the Financial Agreement of 1927. 
Each parliament passed a Debt Conversion Agreement Act ratifying 
the Agreement, and the Commonwealth parliament then passed an Act 
for the conversion loan, All parliaments passed acts empowering 
trustees to convert their holdings of the public debt into the 
new loan. Subsequently all parliaments passed acts for the com- 
pulsory conversion of the holdings of the dissident 3%, amounting 
to £17.5 million. 

The average rate of interest on the internal public debt 
of all government combined was 5.27% at June 30, 1930. Conversion 
was designed to reduce this by 224%, i.6. to an average rate of 
4.08%. The gross savings in interest were about £6.5 million 
per annum, but this is subject to two qualifications as regards 
the effect on budgets: first, part of the states' debt had been 
incurred in order to make loans to settlers and local public 
bodies, and on conversion the benefit of the reduction was 
passed on to such debtors, the annual amount of such reduction 
being approximately Bl million; secondly, in 1930-61 the Common- 
wealth had imposed a special tax of 74% on income from property, 


to be applied in 1931-32, but the conversion loan was exempted 
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from such tax. 

Commencing in 1932-35 large further savings were obtained 
through conversion in London of sterling loans maturing or 
carrying a right of redemption. In 1932-33 the need of meeting 
such maturing obligations led to the appointment of a resident 
Minister in London, who arranged for the tonversions in con- 
junction with the Australian Loan Council. Evidence of the 
striking recovery in Australia's credit position may be seen 
from the fact that in 1932-33 nine state issues aggregating 
£51 millions were converted into new Commonwealth securities, 
with average rate of interest reduced from about 52% to ages 
than 4%. Between October 1932 and June 1936 almost £200 
millions of Commonwealth and state overseas debt was converted, 
with resulting total annual savings (based on yield to maturity) 
of about 44.1 millions, inclusive of the 25% exchange premium. 
As a result of the Financial Agreement and the Commonwealth 
guarantee, all states were treated alike, irrespective of what 
Bheir previous credit position might have been. The average 
nominal interest rate was reduced from 5.05% to 3.42%; the 
yield to maturity, having regard to issue prices, was reduced 
from an average of 5.25% per annum to 3.57%. 

(ii) Relief of debtors 

The Premiers’ Plan required that relief should be pro- 
vided for private mortgagors, and legislation was passed in all 
states, though with many variations in detail, reducing fixed 
money incomes by 223%. The standard basis for all acts was 
reduction of interest on mortgages, defined as “any deed or 
agreement whereby security for repayment of money is granted 
over any real or personal property or any interest thercin", 

a definition which was interpreted to include corporation de- 
bentures but not municipal bonds. In three states, municipal 
bonds were included under a special clause; in the others, 
municipalities had to apply to the state for relief. New South 


Wales went much farther than other states, by legislating 
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generally with respect to “the obligation to pay interest," 
and, alone of the states, abolished the personal convenants in 
mortgages and reduced dividends on preference ards by 223%. 

As to the manner of effecting the adjustment, in four 
states the reduction was automatic on the passing of the legis- 
lation, subject to a discretion given to the Courts, (for the 
most part unrestricted) upon application by a creditor, to 
Monity wie Toduction, in Tavour of that creditor. In 1952 the 
Full Court of Victoria refused to interfere in favour of a 
bondholder of a company with large reserves which under the new 
legislation was paying only 5% on its debentures and was paying 
average dividends to shareholders of over 6%. In the other two 
states (Queensland and South Australia) the reduction was not 
automatic, but was to be granted by the courts upon application 
of a debtor who could show special circumstances, the determin- 
ation of the latter being left almost wholly to the Court's 
discretion. 

Besides interest reduction there was also moratorium 
legislation. Each state passed a Moratorium Act of general 
application, cither prohibiting creditors from exercising their 
remedies without special leave of the court, or enabling debtors 
to get a court order restricting creditors, particularly mort- 
gagees, from taking proceedings. There were also Debt Adjust- 
ment Acts for the relief of farmers, discussed below in con- 
nection with assistance to agriculture. 

The duration of the interest reductions varied; most of 
the acts were of short duration, but were renewed, so that all 
were still in operation in September 1936. 

Victoria and New South Wales also passed acts reducing 
rents by 223%. 

The Premiers! Conference of June 1931 had decided to per- 
mit banks to reduce overdraft and deposit rates voluntarily, 
the banks having agreed to do so by reducing rates on the 


average by 1%. New South Wales, however, proceeded to legislate 
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an automatic reduction of 223%, and three other states provided 
that if rates on advances were not brought down by October 1, 
they were to be reduced by proclamation. This did not prove 
necessary. McLaurin ("Economic Planning in Australia" (1936) 
p.90) states that one of the banks attempted to force its cus- 
tomers to close out old accounts and open new ones at the former 
rate of interest, but public opinion brought it into line. The 
Wallace Bruce Committee reported in April 1932 that the banks 
had reduced interest on overdrafts by an awerage of about 14%, 
and further reductions with respect to both deposits and ad- 
vances were made subsequently. 

The widespread interference with the contract rights of 
creditors, in respect of both governmental and private debt, 
does not seem to have had serious ill effects on the psychology 
of investors or the solvency of financial institutions. A small 
but vocal group loudly condemned the conversion operation in 
1931, but conversion, in conjunction with the other elements of 
the Premiers' Plan, apparently restored public confidence in 
governmental finance. The patriotic character of the enthus- 
iastic reception of conversion by the general public has been 
mentioned. People believed that reduction in their income from 
government bonds was not only a necessary sacrifice but a means 
of safeguarding and in fact restoring their principal. The 
Plan also allayed fears of inflation. As a result, the average 
yield to maturity of Commonwealth securities in Australia at | 
current market prices, which had been 5.25% at the end of June 
1929 and reached 7.70% in March 1931 and 13% on June 4, 1931, 
receded to 6.20% at the end of September 1931 and 4.10% a year 
later. The decline continued until 1934, being 3.20% at the 
end of September in that year, after which the average rose to 
about 4% at the beginning of 1937. Municipal bond yields 
followed a similar trend. Less than one per cent of municipal 
debt went into default during the depression, the interest 


relief afforded in pursuance of the Plan being of considerable 
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importance in chabling municipalitics to pull through a difficult 
poriod. 

Puc Gfioct Or tho eenoral and “artificial” reduction in 
interest rates, both on government bonds and private debt, on the 
financial institutions is difficult to gauge. Banks, of course, 
were able to reduce interest on deposits in proportion to the 
reduction in intercst on advances and investments. Total profits 
of trading banks, which were uniformly close to £5 million in 
each of the four years 1926-29, were £4.4 million in 1930, £3.0 
million in 1931, went to a low point of £1.9 million in 1932, 
and showed little improvement in the next four ycars. Their 
preference share dividend remaincd at 4% from 1928 to 1936; 
ordinary share dividends averaged from 11 to 12 per cent during 
1926-50, declined sharply in 1931, and again in 1932 to about 
5%, where they remained until 1936. Rcserves declined £1,000m000 
Gn’ i951 and had hot becn increascd by 1936. The suddennoss in 
the decline in gross income in 1931 and 1932 is no doubt attrib- 
utable to the interest reductions resulting from the Premicrs' 
Plan, mostly voluntary rcoduction of the interest charged on 
advances since the trading banks held only small amounts of 
government and other securitics; but since interest on deposits 
declined sooner than, and to at least as great an extent as 
interest on advances, it would seem that the fall in profits 
was due to business stagnation rather than mere interest changes. 

Life insurance companies were dircctly affected by the 
internal public debt conversion and the legislation reducing 
interest rates on private debt (individual, corporation and 
municipal). Their income from investments was 20% lower in 1932 
than in 1930; having regard to the increase in total investments 
the decline in investment incomc was of the order of 25%. The 
insurance business as such scoms to have weathered the depression 
very well. Total business in force ("ordinary" and "industrial" 
life insurance) reached a pcak in 1930, declined 3% in 1931, and 


thereafter increased steadily. 
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Exact figurcs arc not availablc as to tho various holdings 
of intcrnal public debt in 1931; banks of all kinds (including 
all departments of the Commonwealth Bank) hold some £166 million, 
or, about 30% of the outstanding debt of £558 million; insurance 
companies held at lcast £95 million of "govcrnment and municipal 
securities” in Australia; it would thus scem probable that the 


institutions mcntioned held from 40 to 45 per cont of the out- 


standing government internal debt. A more complcte analysis of 
holdings at Juno 30, 1936, has been published in the Report of 

the Royal Commission on Monetary and Banking Systems. Holdings 

of long-term securitics maturing in Australia are showm on page 16 
and of treasury bills on page $79 as follows: 


Long-term Treasury 


securities bills 
£000, 000 
Commonwealth Bank dd de S 2500 
(including general banking,note issue, 
and rural credits departments, and the 
Commonwealth Savings Bank) 
Other savings banks 42.8 
Trading banks 20.3 B08 
Insurance companics (eye 6) 
Trust companics (mainly trust funds) 38.3 
Superannuation funds 15.0 
Governmental trust funds and semi- 
governmental authorities ee BOs ein AS 
510.0 46.7 
Other institutions and general public Bi Leo 
Not stated 2001 0.3 
Total outstanding 612.2 47 20 


(b) Restoration of budget equilibrium 

Prior to the adoption of the Premiers! Plan, it was esti- 
mated by Treasury officers and the Copland Committee that com- 
bined deficits for 1931-32 would be from £39 to £41 million, 
without the special 73% tax on income from property. Under the 
Plan, as revised at a Premiers' Conference in September 1931, the 
estimate was £13 million. The realized deficits of the states 
were $20.8 million, New South Wales alone excceding its quota by 


$8 million ; the Commonwealth had a surplus of $1.3 million, so 
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that the combined deficit was b19,5 million, 

At a Premiers' Conference in June 1932 it was evident that current 
deficits would aggregate about b20 million, It was agreed to continue 
the Premiers’ Plan in full force, and by the application of the planned 
economies for a full year it was estimated that for 1932-33 the states 
would have aggregate deficits of b9 million and the Commonwealth would 
balance its budget; this objective was more than attained, the states! 
deficits being &8.0 million, and the Commonwealth showing a surplus of 
B5,.5 million despite concessions in taxation amounting to Ll million 
and increased expenditure for relief to farmers of 42,25 million, 
Moreover, included in aggregate expenditures from consolidated revenue 
of all governments were sinking fund payments (including the Common- 
vealth contribution towards sinking fund for state debt under the 
Financial Agreement ) to a total of b7 million, 

It was evident bbe oGtonant finance had been restored to 
falth, and at the 1933 Conference it was deliberately decided to con- 
mnue the deficits pending a rise in export Perea upon the recovery 
yf which had been predicated the original objective of achieving 
alanced budgets by 1933-34, Instead of using the probable Commonwealth 
surplus to balance state budgets, the Commonwealth government held that 
some relief should be given to industry through reductions in taxation, 
ind that the states could successfully continue (through the issue of 
jommonwealth treasury bills to the amount agreed to by the Commonwealth 
jank) with deficits of the size estimated until a rise in export prices 
ind in national income should automatically raise their revenues, 
lasmania, South Australia and Western Australia, however, received 
ded assistance throughout the depression through considerable increases 
n their special grants. There were also in late years several Common- 
falth payments to all states out of surpluses realized despite tax 
eductions; distributions were b2 million in 1934-35, 50,5 million in 
935-36, and a similar amount in 1936-37), 

The progress of deficits from 1929-30 is set forth below. In 
ater years there have been considerable tax reductions by a number 
f states, as well as by the Commonwealth. In the case of the 
atter, it is estimated that tax revenues in 1954-355 were £10 


illion less than what would have been received at 


sesionanad cud ane ied 6 pea sa0-t0H es . 


sun sed pene ag} reno "ytis/toutou ree ‘eivesell ee . 
vutioahd Bat ud oF heoraa ‘telcos ade oo eilid thibegtt “ini 
oy tieqte ni uebt oe Liddy bogsatdive gale ode ‘te attoltes ashi 

we abiere phous aeist yileo tien modie Siu’ wavoout | Cont pitt 
‘ovtane? ;4orawor poh tiade wa orateet bad ‘etiontauh ae Et 
tt! gillian cavothd ao fasotqed eit? titcetauordt outing thi! d 
ma) istdrea ath i oe otal olor ie 64 tow sed etiiene Iatpege” oe 


¢as otiéeab Bostiver peewiqive to tio sotate the’ ot Genre: 


+ 
Ee 
7 
73 
- 
ay 
5 
i. 
a4 


gsnete f at otk 


at .woled adaot foe ab} de: eae igere't ‘alate to eabtbong gre 
Nodink A aabkdouhe: kar  sidmeabibcne aod ove ‘ened: ‘ etbey te 
ae te" pease’ eat “St itt Be iswiecianiod! aft eee” ‘Liew aa eedate 

ait exon @hasee 42 asoweree aed Gone beet : ts +b a 

ge horjede* dead evan Stvow sew Aes seol hoe 


ra ~~ ¥ 


-120- 


1932-33 rates. The large payments into sinking fund should 


also be borne in mind, 


Surpluses and Deficits, 1929-30 to 1935-36 
(excluding expenditures from loan funds) 
& 000,000 


1929 1930 1931 1932 1933 1934 1935 1936 
- 50 -31 -32 -33 -34 -55 ~36 -37 


pionwealth -~ 1.5 -10.8 +1.3+3.541.5.+ 0.7 +3.6 +1.3 


ates 


= 6.9 ~15,5 SOs = Oy = 740 1 B.5 = 2.5 — 0,4 


zether -10.4 -26,3 Piao uO ia Oey ie ley a bid 


In this achievement of budget equilibrium the debt con- 
version, increased taxation and reduced expenditures provided in 
the original Premiers' Plan have already been mentioned. There 
were difficult times in 1931-32 in carrying out the Plan. The 
Premier of New South Wales did not conform to the Plan, and 
through repudiation of debt charges and defiance of the con- 
stitution was dismissed from office in May 1932. In the ensuing 
election his Labour party was defeated. Meanwhile, the federal 
Labour Party had been split, and despite its loyalty to the Plan 
the government was defeated in the general election in November 
1931 -- an election resulting from a defeat in Parliament when 
the Lang faction voted against the government on a motion of want 
of confidence. The new government was equally pledged to the 
Premiers' Plan but refused to adopt any economic or monetary 
policy. It was announced that no tariff changes would be made 
except on the recommendation of the tariff board, that the deter- 
mination of the exchange rate and monetary policy would be left 
entirely to the Commonwealth Bank, and that public works would 
be limited. 

In South Australia the State Labour Executive expelled 
Premier Hill and all members who supported the Premiers' Plan 
from the party - but the number was sufficiently large for the 
government to carry on. In Victoria, the third state with a 


Labour government at the time of the Plan, Premier Hogan rallied 


peek, apace abot” eos 
Th. aan e aoe. Cr en | Be oe. oN 
Bik BGS, He) Mie Cae me * G. 
b.04 Ga SB + OE > a. e 


4 a oe ry e- us sae a) 
ee Vieeter serene orang ty eesti Byrerean irene rs } 

5 y na ’ 

s 1 “has 3 i sos SS Be NG ‘ 
ro oO i \‘¢ rm ‘a & i g a An Fst got ve 
bet *! De es Ay ws i a ‘ - 

" oée < i} Ms . 4 
We 4 be aber . ae BE aa or vues nel 
were ow ee tl atin Haenareome he 


ODE MORE mo ont kbnege pevibbor bie, nthe | ‘ aa: ei 
AP sbonoitaom need yBaotis oved wail ‘Jototmont, fonda 
1 A SGOLE, aye gates 5A pit’ See of gomts skate 
fas ett ath? ot aro tou bib sel bh stuot, weil, Be) 


nO, eke “LG eet ate ob bas we athe: the step ‘Be, mobseiburg 
22 ENS ae. sch ‘ Oe J is at pt us Hite, gor? eae fine Baw ica 


we 


robe, aad oh wth ol hergeter, BAW ve ta, uoded ahd AO. 


1 odd ee wit ee ape cit bit igqest: ban, thie aood, back t wae 


dimer er 1 poise Li laromeg, ey ih, botautod asin, 


& lle 


a yee maine’, at, tae Tab 8 errs’, ‘povtt Lavean aonevedte 8 
te 0 | Pom @ iO. taonsetoves en raditone : had ov motoet 
wrt op eee We bi os all Bw Poeboe tog: NEE Cs eS _ papa 
sete extol “0 ot mca pee ail tqobs oF “bebo sind: malt: 
fai od bisrow e@yeuncto “tthenet on att Paavo aw +r. a 


vy 


“any ashh tasty bawceh t ad ‘add! to" noltbaomeo oe, ont. oi a 


ad ad bLsow Vottaq’ yuodteilon Sit | pier. “bot! oor a ad, sta, 
rdw ealtow, ok igig dead (Bax isi tlt shawna P at 


Suisse Wt oie aaai ee niet ane 
“bors ipgxo avisiexa Gave oti 38 Gas cattestuus a ; J ° 7 


page ¢ nt 


sels ‘eaplain as ‘bot nogaae | Sah ‘ogiian bl fae 


ai aig paral yuens ok TIA. aay tomar, edt i. si 
o ad be eoede baras ont welaeaagt Sees 


ey) wee push e 


biten. er oH LS att 29 pet bee sad 
Fs tifa iG, hrs aides q hyd oe 
; ¥ rt a aA Pi 


~l2l1- 


sufficient support to put through the initial reductions, but 
was expelled from the party in 1932 when the lattor balked at 
sone further proposals for salary cuts. In the ensuing elec- 
tions Labour was defeated. On the other hand, clections in 
Queensland in June 1932 put Labour into power, and the full 
reductions called for under the Plan were not made in that 
statc, which was never as scriously affected by the depression 
as the others. 

During this period there was always a majority in the Loan 
Council favourable to the Plan, and the Commonwealth Bank con- 
tinually brought pressure to bear to limit deficits and 
borrowings. It was necessary on scvcral occasions for budgets 
to bo revised, particularly in 1932, during which year there 
were several Premiers’ Conferences - in January, April, June 
and October. 

This great effort at budget adjustment affected both re- 
venues and expenditures. For the states, the largest items 
in consolidated revenues are taxation and railway reccipts. 
The latter fell by about £8 million in 1930-31 as compared 
with 1929-30 and remained at about the same lcvel during the 
next threc years. Increased rates of taxation in 1930-31 
resulted in a slight increase in reccipts over 1929-30. In 
1931-32, however, despite further increases total receipts 
fell by £3 million, ordinary income tax alone declining by 
£5 million in that year. Wage taxes and special income taxes 
were imposed, usually under the namc “uncnployment relicf tax", 
which by 1932-33 were bringing in 511 millions, and total tax 
revenues in that year were over £2 million greater than in 
1929-30. Other state revenues did not vary greatly. 

On the side of expenditures, the need for reductions was 
aggravated by the etchange premium on overscas interest pay- 
ments. Public debt charges rose by $4.7 million in 1950-31 
and a further $5.2 million in 1931-32. In the following year 


the conversion of internal debt was responsible for a net re- 
duction of $4.4 million, and savings from ovorscas conversions 
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wore roflected in further reductions of £2.8 mbllion by 1934-35, 
A further cause of increased expenditures was unomploynont 
relief, so far as financed out of revenusi: It is difficult to 
separate uncmploynent relicf from expdnditures designated 
"charitable" (excluding, however, hospitals from the latter 
itom 1) Taking the two together, exponditure from revenuc in- 
ereascd §5.8 million in 1930+31 and «a further 53.2 nillion in 
1931=32, after which a greater proportion of unomploynent 
relicf expenditure was financed out of loan funds. 

Economies had therefore to be confincd to general adnin- 
istration and business undertakings. Of the latter, railways 
were the chief item. Reductions of $7.5 nillion in 1930-31 
and a further £3.6 million in 1931-32 more than offset the 
decline in revenues, as compared with 1929-30. Total re- 
ductions in all expenditures not previously mentioned were 
$5.2 million in 1930-31, a further £4.0 million in 1931-32, 
and a further £0.8 million in 1932-33. 

The chief classes of revenues and expenditures may be 


surmerized as follows: 


£000,000 

Revenue 1929-30 1930-31 1931-32 1932-33 1933-34 
Taxation Moy <P) 34.1 30.9 S465 Shee 
Railways 48.6 40.9 DI.G 40.2 OO aio 
Other 34.5 3569 _ 33.4 eed | 34.4 

Total 115.4 108.5 104.1 108.4 10535 _ 

Expenditure 
Debt charges 37.0 41.7 46.9 42.5 41.0 
Railways 41.8 34.3 DO war 30.0 29.4 
"Charitable" Oe bs eS 14.3 ne Bey 9.4 
Other 40.1 eta 33.0 Dee ye 
Total 124.2 124.1 124.9 1i6.¢* ll2.5. 

Deficit 8.8 kos 0 20.8 Ba0 2a" 


These figures do not, perhaps, do justice to the degree 
of reduction in adjustable oxpenditures. The percentage re- 


ductions in 1931-32 as compared with 1929-30 were as follows: 
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Perecntage Reductions in Expenditure 


1931/32 


Commonwealth 

New South Wales 
Victoria 
Queensland 

South Australia 
Westorn Australia 
Tasmania 
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as Compared with 1929/30 


Busincss 
Undortakings 
% % 
19 23 
LS 10 
32 20 
24 17 
30 19 
27 25 
26 A? 


Administration Roads Total 
and General 


of Gp, 


jp /o 
-= el 
46 15 
er 28 
18 al 
59 29 
og 27 
13 20 


These reductions were achieved through disnissals 


(chiefly in the railways) and salary cuts, the latter averaging 


about 20% in 1931-32 as compared with 1929-30 cxcept for New 


South Wales (13%) and Queensland (15%). 


By 1932-33 New South 


Wales' public salaries and wages averaged 23% below 1929-30, 


but Queensland made no further reductions. 


The greater case with which the Commonwealth was able to 


return to balanced budgets, because it had no responsibility 


for railways or unemployment relicf (except in each case on 4 


very small scale) and had powers of indirect taxation, may be 


scen from the following: 


Revenue 


Customs-ordinary 
Custoris-prinage 


Other indirect taxes 


Income tax 

Other direct taxes 
Post: Office 

Other revenue 


Total 


Expenditure 


Debt charges 

Postal 

Paynonts to or for 
states 

Pensions 

Farm relief 

Other 


Total 


Surplus or Deficit 
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The scope for economies by the Commonwealth was more 
limited; reductions in respect of business undertakings (chiefly 
the post office) and general administration were made in accordance 
with the Plan, but did not bulk as large in relation to total 
expenditures as in the case of the states, The Commonwealth had 
also to undertake the unpopuiar task of reducing pensions (war, 
invalid, and old age). The most important changes, however, 
from the point of view of the magnitude of their contribution 
towards overcoming deficits, lay in the higher taxation, already 
mentioned, and reduced debt charges. In the latter connection, 
the chief saving occurred through suspension of interest and 
sinking fund payments on that part of the War Debt that was owed 
to the British Government. The original debt was consolidated in 
1921 in the amount of 492,480,000, under a funding agreement for 
extinguishing the debt in 35 years by annual payments of approx~ 
imately 25,550,000, Suspension of payments on account of 
principal from 1931-32 took place by agreement, and of interest 
for 1931-32 under the Hoover Moratorium, Interest payments due 
in 1932-33 and subsequent years have also been suspended by 
arrangement. The Commonwealth Year Book for 1936 says that “the 
suspension of interest and sinking fund payments represented an 
annua 1 saving to the Commonwealth government of approximately 
&£7,000,000 including exchange", This amount is greater than 
the combined savings to all governments through the internal 
debt conversion. There was an offsetting factor, however, through 
cessation of reparation payments from Germany amounting to about 
%1,000,000 per annum, 

Commencing with 1932-33 further important aid to all 
governments came from the conversions of overseas debt already 
described, 

Finally, the increased production particularly of 
exportable goods, the indirect currency depreciation consequent 
upon Britain's abandonment of the gold standard, and the for- 


tunate increase in wool prices two years ahead of the recovery 
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of most other commodity prices, mentioned below in 
connection with the trade balance, must have been of great 
assistance to government finances, for they improved national 
money income and thereby government revenues, without in- 
creasing government expenditures, except a small sum for 


exchange on service of overseas debt not payable in sterling. 


(Page 125 follows) 
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(c) The trade balance and balance of paynonts 


External events and good fortune contributed nore to the 
carly stabilization of Australia's forcign Seouenes situation 
than any positive action or policy on her ow part. The action 
of Great Britain in abandoning the gold standard and permitting 
its currency to depreciate in terms of gold was of great 
assistance not only in the maintenance of Australia's favourable 
trade balance, a national necessity in the absence of the 
former annual borrowings overseas, but in assisting her export 
industries and contributing to the partial rectification of 
internal disequilibrium, as well as in expanding (or preventing 
further contraction of) national money income. Australian 
currency was pegged to sterling at a rate which was maintained 
with only one small chango from January 1931. The banks 
attached great value to such stability, and certainly Australia 
was fortunate in maintaining a stable value for its currency in 
terns of sterling. But such stability, particularly at the 
level chosen, could not have been maintained but for sterling 
depreciation, and Australian currency actually fluctuated in 
terms of the gold currencies in exactly the same degree as 
did sterling. At the time the Premicrs' Plan was adopted, 
both the sterling and the gold premium were 30%. By December 
1931, six months later, the sterling premium was still 30% and 
was reduced to 25% in that month, but the gold premium was 80%. 
Otherwise put, the purchasing power of Australian currency in 
relation to dollars and other gold currencies was 55% as conm- 
pared with 77% in June, a change which must have been of great 
importance in the achievement of a large export surplus in 
1931-32 and subsequent years. Australian imports from countries 
other than the United Kingdom in 1927-28 were 57% of her total 
imports, the United States alone supplying 24%. In 1931-32 
the percentage from the United States was only 16%. 


Another important factor was the series of extremely 
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favourable agricultural seasons which Australia enjoyed throughout 
the depression, Wheat acreage, following the extraordinary increase 
in 1930, receded in the following years, and for three years remained 
at about the level of 1928 and 1929, but production showed a great 
increase, Comparing the four years 1926-29 with the four years 1930- 
55, acreage rose from an average 13,2 million acres to 15.9, an 
increase of 20%, but production rose from an average 141.4 million 
bushels to 198.9, an increase of 41%. There was likewise an increase 
of 7% in wool production for the same p6riods, Australia produces one- 
quarter of the world's wool, including one-half of all fine mex‘no 
wool, and exports 94% of her production, The increase was particularly 
fortunate for the two years 1931-32 and 1932-33, production being 
12% greater than the preceding two years, 
Total export volume (excluding gold exports in excess of product- 
jon) in 1931-32 and 1932-33 exceeded that in the preceding two years 
by 22%, and in the four years 1930-31 to 1933-34 exceeded that of 1926- 
27 to 1929-30 by 27%. In large measure resulting from the absence of 
widespread drought, which had previously occurred one season out of 
three, on the average, this great increase in volume of exports was a 
phenomenon which could not have been foreseen, but without which 
Australian depression policy might not have seemed successful, More- 
over, the price of wool (and wool constitutes over 40% of total exports 
improved materially in 1933-34, while other world commodities remained 
Bamost stationary, the increase (in average realized price, apparently) 
- dveing about 69% in terms of gold and 81% in sterling and Australian 
currency. 
Aided by these factors, and also by the tariff increases - though 


the latter were gradually removed from 1932 on - a reversal of the 


‘ 
“trade balance and restoration of London reserves were achieved which 


j 
a 
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. 


4 
4 


“MacLaurin as furnished by the New South Wales Bureau of Statistics, 


appear remarkable in view of the much more rapid and severe decline in 


export prices than in import prices. (Import prices, given by 


are merely the internal price of imported goods; they do not constitute 
"import prices" in the ordinary sense of the term, but are believed to 
be accurate enough for present purposes, and are the only statistics 


of import prices in Australia.) 
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yt een pals. see, 


Taking the annual average of 1925-26 to 1928-29 as 100, the 


following index numbers show tho disparity: 


® Average 
! 1925-6 to 1929 1930 1931 1932 1935 1934 1935 
1928-29 -30 -31 -32 -33 - 34 -35 -36 
Import 
‘Prices 100 95 95 93 89 87 87 87 
Export 
Prices 100 74 58 56 56 74, 61 7 
tio of 
xport 
index to 
import index 100 78 61 60 63 85 70 86 


(The sudden improvement of export prices in 1933-34 is 
largely a reflection of the great increase in wool prices in 
that year. The foregoing figures arc based on Australian currence 
and therefore understate the decline in all prices, but this does 
not greatly affect the comparison between exports and imports.) 
Export volume (merchandise, including exports of gold to 
the extent of production but not excess specie exports), and 
value of exports and imports in stcrling, in index numbers to 
the same base, were as follows: 
Aver- 
age 
1925- 
26 to 


1928 1928 102901950 “19ST 1952) "1935" .1954 1935 
~29 -29 -30 -o1 ~32 -335 ~34 -39 -36 


Ce enamel 


100 105 95 Ais ks: 126 133 120 
100 100 (pe 57 o7 59 69 63 76 


100 95 86 40 29 38 39 48 55 
The value of merchandise cxports (as defined above) and 
imports, the merchandise balance, and the total balance on 


current account, were as follows, expressed in millions of 


pounds sterling: 
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1928-9 1929-30 1930-1 1931-2 1952-3 1933-4 


ports VA ee = ea 79.9 80.7 84.4 98.0 
ports 149.7 138.8 64.0 We. Bi.0. Peat 
wrchandise Balance eee ee ae 433.4 +23.4 +33.9 
rrent account 

lebit or credit ~aa¢0 = Tes? -14.9 +74 = 4,5 somo Ut 


The manner in which gold reserves were depleted, and 


foreign currency reserves depleted and then accumulated again, 


may be seen from the following: 


Net_available reserves of “international currency” at June 30 


£000,000 gold value 
1928 1929 1930 1931 1932 1933 1934 


46.4 45.5 21.2 LBS ey LO O79 0.9 
60,0 47.3 15.35 pe eS) LEO NOE 41.2 
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-12.7 -52.0 - 35.8 a host gS ap NOP! 
-135.6 -56.35 - 9.3 +2.4 + 2.4 +105 t 


The efforts made to support the external value of the 
currency, particularly in 1929-30, are reflected in the table. 
It is also apparent how vulnerable was the position from 1931 


to late in 19353, A single crop failure would probably have 


forced further depreciation. The increase in reserves in 1953- 


4 seems to be the direct result of the rise in wool prices, 


The above table is expressed in gold values. Since the 
Australian currency is tied to sterling, and nearly all debt 
payments abroad are payable in sterling, a more realistic 


presentation will be afforded by expressing reserves in sterling 


values as follows: 
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£000,000 sterling 


Net_ available reserves of “international currency” at June 30 


eee Loe beo0 .) LOS |» h0G2 | 1953) 1954. 1935 1936 
eee DOGO. Sle hoy 14.8 Tivo 2 Lee 1.5 1.4 
OG) Ue GO. de sOoS Posie: 25.07 6636.1) 45.5 49,2 
BUOee ‘Yous 66.9 Cie! OMee Abou Bowe. 2o160 . 50.6 
Increase or decrease during year ended June 30 

Use beeteo iio SOUS HLbl5 +. O.L. = O.1 +Ogk 

raast aoe) Eiose t+tléye +19.0097)..6 . =24n5 . +3.9 

=1050 BOO.0 S00 t12.7 .* 6.8 421.9 -21°;6 +@ 0 


(These tables show the net available reserves as calculated 
by the Commonwealth Statistician in an article entitled “London 
Funds and the Australian Economy" in the March 1935 Supplement 

to the Economic Record. The net figure is defined as the differenc 
between (a) “assets” consisting of visible stocks of gold, gold in 
transit overseas, and net overseas assets of trading banks and of 
the note issue and banking departments of the Commonwealth Bank, 
and (b) “liabilities consisting of the net amount of all short- 
term government debt (securities and overdrafts less crédit bal- 


Dr. Wilson's figures continue only to 


ances) domiciled overseas. 
1934. The figures for 1955 and 1936 are estimates on the same 
basis from available data and are believed to be approximately 


correct within 4 or 5 per cent.) 
(a) Wages 
Despite the various reductions in nominal wages, under 


Arbitration Court awards and otherwise, the index number of real 


wages for those in full time employment did not decline during the 
depression over Australia as a whole, The following index numbers 
for all industries in all states are taken from the latest Common- 
wealth Year Beok,. The price series relates only to prices in the 
six capital cities (which comprise the bulk of the wage-~earners). 
The real-wage series is obtained simply by dividing the index of 


nominal wages by the index of retail prices, which cover food, 
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groceries, clothing, rent of four-and five-roomed houses, and mis- 
cellaneous household requirements. In order to follow the course of 
wages during the depression, all index series have been converted to 
anew base, simple average of four years 1926-29 =100, 
Nominal and Real Wage Indexes for Adult Males (Full Work) - 
Weighted Average for Australia as a Whole. 


Real Wages 
Nominal Retail Real Highest Lowe st 


Yearly averages: Wages Prices Wages State State 

Simple Average 

» 1926-29 100 100 100 
1928 LOL 100 LO] 102 100 
1929 109. Loe 99 102 98 
1930 99 96 103 107 uSonk 
1931 90 86 104 105 102 
1932 84 82 LO? 107 98 
1933 81 80 102 108 98 
1934 82 80 101 107 98 
19355 83 82 LO} 105 97 
1936 84 84 100 103 97 


It thus appears that the decline in prices preceded the decline 
in nominal wages, so that real wages rose in 1930 and 1931, declined 
in 1952 as the cuts in nominal wages continued, and have since 
Geclined with the rise in prices, The variation was insignificant 
when compared with the variation in agricultural income, Among the 
several states, New South Wales and South Australia were well above 
their respective 1926-29 averages in 1950 and 1931, From 1933 ‘ou, 
all but Queensland have held close to their 1926-29 averages; 
queensland has been well above its previous level. The 10% 
reduction in the basic wage decreed by the Commonwealth Arbitraticna 
Birt early in 1931 should, after a time-lag, have accomplished a ten 


jer cent reduction in real wages, and, in fact, the Court remarked, in 


ourse of a wage decision in May, 1933, that about one-half of all 
workers in Australia had experienced such a reduction, as compared 

With the level of 1928. This would presumably apply to (a) those work- 
. whose wages were subject to the Court's jurisduction (both directly 
Inder wage awards, and indirectly under wage agreements filed with the 
Jourt which, while often providing for higher wages than those awarded 
°y the Court, usually also provide for or result in changes in wages, 

af ter a considerable lag, of much the same degree as changes in the 
pasic wage) (b) those under the jurisdiction of the Victorian and 
Tasmanian state tribenals whose awards closely approximated the awards 
of the Commonwealth Court, and those not affected by any Wage “‘ribunal, it 
would appear that the remaining half of the workers must have exper ienced an increase 
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of at least ten per cont in roal wages, since tho avorage for all 
Australia showod littlc change from the pro-deprossion level. 

The differential arose from the action of state tribunals, most 
of which did not imposc reductions as large as those imposed by 
the Commonwealth Court. 

Industrial rclations in Australia are characterized by a 
high degree of public regulation, which, however, is complicated 
by overlapping of Commonwealth and state jurisdiction, duplica- 
tion of awards and, in conscquence, variations of wages, hours of 
work and other matters even in the samc industry. Each of the 
six states has its own industrial laws and its own industrial 
tribunal. 

Commonwealth jurisdiction rests upon clause 35 of section 
Ol of the Constitution Act, whereby the Commonwealth Parlianent 
is given powcr to legislate with respcct to "conciliation and 
arbitration or the prevention and scttloment of industrial dis- 
putes oxtending beyond the limits of any one state." In pur- 
suance of that powor, the Commonwealth Court of Arbitration and 
Conciliation was established in 1904, with power to settle any 
dispute, of an intcrstate charactcr, brought before it, but no 
power to regulate wages or other matters of its own motion. 

Within a few years of its establishment the Court had 
adopted a fundamental concept which has been the basis of its 
jurisprudence ever since-- the "basic wagc." This idea first 
received legal status in 1907, when the President of the Court, 
called upon by the Excise Act to give his own interpretation of 
what constituted "fair and reasonable" remuneration, declared 
that such words must be meant to secure for employees "something 
which they cannot get by the ordinary system of individual bar- 
gaining with employers." “I cannot think of any other standard 
appropriate than the normal necds of the average employee re- 
garded as a human boing living in a civilized community.” 
Acting on this broad definition, he laid down the minimum wage 


for unskilled labour which has sinco been called the"basic wage.” 
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Since 1915, adjustments have been made quarterly in accordance 
with changes in retail prices, with a separate adjustment for 

each city, town, and district, The actual minimum wage payable 

in any industry under the Court's jurisdiction will be the “basic 
wage" as so adjusted, plus any "loading", defined as an addition 
to the wage as compensation for some peculiar condition of labour 
or environment. Skilled labour receives a wage that is greater, 
in varying degree, than such primary wage. The “basic wage" re- 
mained unchanged, save for “loadings"™ and price-change adjustments, 
until 19351, when it was reduced by 10 per cent, In 1934 it was 
re-calculated, with only part of the reduction of 1931 incorporated 
in the new “basic wage", and the index of retail prices has been 
rendered more comprehensive, In 1937 wages were increased through 
additional "loadings", The highest "basic wage", including “load- 
es". 1s now 78s, per week, in Sydney. 

As the Court's earlier decisions generally awarded higher 
rates of wages and better conditions of labour than state tri- 
bunals, many trade unions contrived to come under its jurisdiction, 
by federating with unions in other states, registering with the 
Court, and provoking a dispute with employers in the industry 
which employed their members in two or more states, At the end of 
1929 the number of unions registered with the Court was 157, with 
about 770,000 members, or about 85% of the total trade union 
membership in Australia, However, most of the Court's awards do 
not apply to all states, but to varying numbers of states according 
to the industry in question, and it has been estimated that in 1929, 
there were only about 400,000 unionists working directly under Common- 
wealth awards; including those indirectly affected, the number 
would be about 800,000, 

There are three limitations to the Court's jurisdiction: 
first, it extends only to interstate disputes; second, it can act 
only when a dispute is brought before it by a recognized organization, 


and therefore does not affect unorganized workers; thirdly, 
it can only settle actual disputes (or enforce the observance 6% 


actual collective agreements which on registration with the Court 
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acquire the force of an award) and therefore cannot declare a 
common rule, or extend any award to all persons working in the 
industry affected, 

Thus in 1929 there were about 1,600,000 workers (80% of 
the total} not directly affected by awards of the Court, of whom 
perhaps 1,300,000 would have their wages and working conditions 
determined, if at all, by state tribunals, all of which have power 
to declare their awards to be a common rule of an industry. The 
result is that, while any particular employee will be subject to 
only one jurisdiction, there may be two or more authorities govern- 
ing the wages of the various members of a single union, or the employ- 
ees of a single employer, or workers in one industry, If an employer 
Was not a party to a dispute decided by, or agreement filed with, 
the Commonwealth Court, he and all his employees come under state 
law, On the other hand, the employer and such of his employees 
as belong to a particular union may be bound by a Commonwealth 
award in their relations with each other, while non-unionists, 
and the employer in his dealings with them, are not, A non- 
unionist who joined such a union would decome subjess to the award; 
a unionist on leaving the union comes under state law, When the 
Commonwealth Court has jurisdiction and has made an award, or received 
a collective agreement, state law must give way, but only wit’ ~espect 
to the actual parties involved. A further.complication arises from 
the fact that all the states and many municipalities carry on 
"business enterprises", The High Court has held that so far as such 
instrumentalities are industrial enterprises and become involved in an 
interstate dispute, the Commonwealth Court has jurisdiction, Wages 
of workers in the state railway systems have thus largely been 
determined by Commonwealth awards, 

The chief limitation on the powers of the Commonwealth 
Court, whereby it can deal only with actual disputes between 
parties, arises from the wording of the constitution as inter- 


preted by the High Court, and apparently could only be removed 
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by constitutional amendment. 

Except for Western Australia and Queensland, the Court's 
basic wage in each state was for years as high as or higher than 
that declared by state tribunals. In the two states mentioned 
the reverse was the case, and workers naturally showed a pre ‘er- 
ence for state awards, This tendency became general in most 
states in 1931 when the Commonwealth Court reduced its basic 
wage by 10 per cent and state tribunals were rather slow to 
follow suit. In New South Wales, where wage adjustments are 
not made automatically in accordance with price changes, but 
by periodic reviews by the Industrial Commission, the state 
basic wage, under the influence of the goverment, showed little 
change until late 1932. The Premiers’ Plan Conference had left 
the carrying out of the recommendation of the Copland Committee 
with regard to reduction of wages to the individual states. 
Victoria and Tasmania closely adhered to the standard syggested, 
namely, a 10 per cent reduction in real wages. The other four 
states diverged in warying degree; none of them brought wages 
down to the same extent as the Commonwealth Court, as is obvious 
from the course of average real wages in the depression years. 
Apparently, so far as the Copland Committee's recommendation 
was followed, it was the 20 per cent reduction in nominal wages 
which was adopted; in the middle of 1931 this would have meant 
a 10 per cent reduction in real wages, but by the following year 
prices had declined further so that a reduction in nominal wages 
of 20 per cent (compared with 1929) accomplished no reduction 


in real wages. 
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(c) Unemployment Relief. 
Unemployment in Australia was probably as severe as any- 
where in the world, It was left to the states to cope with 
both the problem of unemployment and the financing of relief, 
The indices of unemployment in Australia usually quoted 
are the figures obtained by the Commonwealth Statistician from 
certain trade unions. Returns are not collected from unions 
whose members are in "permanent" employment (such as railway 
and tramway employees and civil servants) nor from those 
whose members are casually employed (wharf labourers, shearers, 
etc.) The combined membership of unions from which returns are 
collected has varied in the past ten years from 400,000 to 
440,000, the total thus comprising about one-fifth to one-quarter 
of all wage-carners. For Australia as a whole, the statistics 
so obtained appear to be the best available, although for 
individual states a considerable margin of error has been indi- 
cated in some cases, such as on the occasion of the Census of 
1933. The basic trend of Australian unemployment may be seen 
from the percentage figures according to the trade union returns, 
as follows (annual averages): 


Highest Lowest Australia 


state state 
Average 1923-27 7.8 
1928 io e0 Tae 10.8 
1929 Loe/ bea es 
1930 eo Oecd wR MES 
1931 Daeo L628 are4 
Loe 534.0 13.3 20.0 
1933 29.9 LOSS Bo ek 
1934 EAS «: che Bao: 
1935 20.6 SaF L645 
1936 15.¢ eS Lave 
1937 L029 a2 9.3 


From 1928 to 1934 South Australia was the highest, with 
New South Wales a close second; Queensland had the lowest 


percentage, with the other three states fairly close together 
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in a midway position. From 1935 to 1937 New South Wales wag 
the highest, Queensland the lowest with the other four varying 
in between. 

A discussion of unemployment in Australia and measures of 
relief is subject to a peculiar difficulty. "Relief works" 
were undertaken on a large scale in most states. The works so 
denominated covered the whole field of what had been ordinary 
public works before the depression so that relief works were 
essentially a continuation of such public works, on a different 
basis and a considerably smaller scale and with lower wage 
scales in some cases out to a large extent giving employment to 
the same labour force. A striking illustration is that in most 
states expenditure on roads from the Federal Aid Roads grants 
(which commenced in 1926) is clessed as an expenditure on un- 
employment relief works although total expenditures on roads 
were much less than they were prior to the depression. A large 
number of persons were therefore classified as on relief, who 
were doing the same work they had been doing prior to 1930, for 
the same employer, when they were not regerded eas unemployed. 
The real difference wes that they were getting, in some ceses, 
lower weges, end certainly e lower income since work was usually 
retioned so that no man could obtain such work for more than a 
stated number of consecutive weeks, or in some cases for more 
than a few deys each week. 

The extent of public works expenditure in the late 
twenties really mesked whet othe:wise would have been e serious 
unemployment situation, and the cessation of such expenditure 
was the largest single contribution to the unemployment problem. 
Dr. F.C. Benham ("The Prosperity of Australia", 2nd edition, 

p- 210) is quoted by McLeurin es noting that a Royal Commission 
found in 1926 thet the greatest percentage of unemployment at 
that time was among unskilled and casual lebourers, his con- 
clusion being that the basic wage for unskilled labour wes too 


high for privete employers to make profiteble use of such lebour. 
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At any rate, public works employed a very large number of mH 
Skilled labourers, and it has been estimated that "the immediate 
effect of the cessation of public works was to throw approxima te- 
ly 200,000 men out of employment". From 1924-25 to 1928-29 the 
combined net loan expenditure of Commonwealth and states averaged 
ebous £40,000,000 annually, the amount being very nearly constant 
for each of these years, and while this includes several items 
not classified as public works, it gives some idea of the magni- 
tude of such expenditures. (State expenditure constituted nearly 
80% OF the total.) In 1929-30 and 1930-31 the comparable figures 
were approximately £ 20 millions end £15 millions respectively, 
indicating the cessation of spending when overseas borrowing of 
necessity came to en end and internal borrowing became more 
difficult and finally elso came to en end seve for borrowingsfrom 
the banks. 

The course of stete loan expenditures on works subsequent 
to 1930-31 is shown below. "Net" loan expenditures are shown 
first, for comparison with Oe ero ried on spending. Figures on 
“gross” loan expenditures are only available commencing in 1922- 
53, and only for the states. Commonwealth expenditures were in 
eny case very small. Relief works financed out of loan funds 
(ineluded in the total net and gross loan expenditures) are 
next shown, followed by relief works finenced out of revenue, 
and, finally, direct relief (financed from revenue). Net loan 
expenditure is not accurately cefined, but seems to mean gross 
expenditure less repayments to loan funds, e.g. by local author- 
ities to whom money had been lent by a state for works purposes, 
and by returmed soldiers and other settlers, 


State Loan Expenditure and ud Unemployment Rel; Relief 
000, 000 


1930-1 1931- 2 1932-3 1955-4 1934-5 1935-6 
Net loan expenditure Tp too, ) foe) CG Oe 
Gross loan expenditure 14 .6 19.0 23.8 24.2 
"Relief Works" from loan - 24 6.9 ie? 14,4 12e8 
"Relief Works" from revenue 
en ae ew Cae 2.4 4.1 
Direct. relief, from..." 6. bbl ebes8 rp. as, A. 3.9 306 
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The above unemployment relief expenditures, based largely 
n the Ince Report (see below) with one or two lacunae filled from 
Information in Commonwealth Labour Reports, do not profess to be strict- 
y accurate, either in total amount, or in the classification adopted 
ibove, The available statistics are very imperfect, and are confused 
y differences in definitions, classifications, and presentation among 
he several states, There is an obvious conflict between the increase 
n total expenditures after 1952 and the decrease in unemployment per- 
ientages, accounted for chiefly by the description of a large amount 
f ordinary public works as “relief works", by the increase in work 
lief and decrease in direct relief after 1931-32, and by the fact 
mat in the early years of the depression many unemployed persons were 
mle to do without relief. 

It is impossible to obtain even reasonably accurate figures 
or the number of persons receiving relief in all states, Direct relief 
eached its peak (in money spent) in 1931-32, and the total of persons 
including dependents of unemployed persons) receiving “sustenance®™ at 
une 50, 1952, was 673,840 according to the Commonwealth Government 
abour Report for that year, Subsequent years' figures do not seem 
pliable, and in any event the great increase in relief works renders 
hy statement of those receiving sustenance devoid of much significance, 
aformation with respect to those engaged on relief works is not 
atisfactory. Such figures, if available, would to some extent duplicate 
16 sustenance figures, e.g. in the case of works schemes providing 
Eks for three or four days a week, 
| Measures for the relief of unemployment varied among the 
Bates, from South Australia which provided no work relief, to Queensland 
aich appears to have largely avoided the dole and to have designated 
sarly all its public works expenditures as relief works, (Queensland 
: the only state possessing an unemployment insurance scheme. It was, 
course, far from adequate to meet the great amount of unemployement LA 
16 depression). For comparison, (although in the circumstances compa- 
‘sons between states are of little value) total expenditures of each 


gate for the six years 1930-31 to 1935-36 are shown below, 
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subject to the same caveats as previous figures, Per capita 


figures are based on mean population for the calendar year 1936, 


000,000 
Relief Works 
From From Sustenance Total Total 
Loan Revenue from revenue) | per capite 
New South Wales 18,4 BRS 16.6 37 3 b14,0 
Victoria 6.1 Boe 8,6 16,9 = a 
Queensland TAy? hog? Ua 26.8 Pare 
South Australia ~ 0,3 o¢8 Aon hie 
Western Australia 8.4 0,4 1,9 10,7 23.8 
Tasmania ip Oyd neles Ox5 Sita: UAe OB: 
All states 48,0 ee 52.8 9649 14,3 


The federal contribution for unemployment relief as such 
was very small; the federal government did not undertake unemployment 
relief works and in fact in the years 1930-31 to 1934-35 almost 
completely ceased its ordinary public works expenditures which had 
never been very large, Commonwealth contributions to the relief of 
unemployment were as follows: in 1929-30, a special payment to 
the states of £1,000,000 taken from the Roads Fund; in 1930-31 
a Similar amount of £750,000, and in 1931-32, £304,000, In 
1932-33 there was a special interest-free loan to the states of 
$1,800,000, conditional upon the latter raising a total amount of 
bl ,200,000, the whole to be spent on approved reproductive 
works, In 1933-34 the Commonwealth gave £300,000 to the states, 

In 1934-35 the Lyons! government went considerably farther. In 
the election campaign in August of 1934, Mr. Lyons promised that 
unemployment would be handled “upon a national as well as a 

state and municipal basis.cocooosee The government has also 

£n mind works of some magnitude, such as the unification of rail- 
way gauges between capital cities, country water storage, 

sewerage construction for large country towns, and other works 

of like description which meet public needs...... The government 


will enter upon the scheme in a spirit of generosity, impelled 
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by a sense of inevitable responsibility." During the year 1934-5 
the Commonwealth spent on works £161,000 from revenue and 

£400,000 from loan fund under the Loan Appropriation (Unemploy- 
ment Relief) Act of that year. In addition, this Act authorized 
loans to states, under which appropriations amounted to $1,000,000 
for public works, £283,750 for assistance to metalliferous 
industry, and £322,000 for forestry work. In the next three years 
the chief assistance was in connection with the latter two items 
in comparatively small amounts. Most of the federal contributions 
were thus disbursed to the states, the Commonwealth itself under- 
taking no unemployment relief, and the sums in question are 
probably included in the totals of state expenditures given above. 
In addition, at least some of the states classified expenditure 

of the Federal Aid Roads grants as unemployment relief. These 
averaged about £2 million per year, but, like the Commonwealth 
payments to states under the Financial Agreement, cannot be regarded 
as federal contributions to unemployment relief as such. 

Other Commonwealth vayments that can be ascribed to the needs 
arising out of the depression were relief to primary producers in 
the years 1932-33 to 1935-36, aggregating about 516,000,000 
(chiefly wheat bounties) and increases in the special grants to 
Western Australia, Tasmania and South Australia. These three 
states received special grants to a total of 512,390,000 in the 
six years 1930-31 to 1935-36, as compared with £3,560,000 in 
the previous six years. There was also a special distribution to 
all states in 1934-35 out of accumulated Commonwealth surpluses, 
the amount distributed being 52,000,000. 

In 1936 the Commonwealth government requested the British govern. 
ment to make available officials dealing with unemployment insurance 
to assist in investigating the feasibility of establishing a scheme 
in Australia. The Chief Insurance Officer in the Ministry of 


Labour (Mr. G.H. Ince) went to Australia, and submitted his 
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report in 1937. The report concludes that it would be feasible 
to establish contributory unemployment insurance, and recommend- 
ed a national scheme rather than separate state schemes. "An 
iimiereavwias scheme under the control of the Commonwealth 
ensures uniformity, spreads the risk of unemployment throughout 
the Commonwealth, and treats it as an industrial unit for ine 


surance purposes" (summary, p.39 of the Report). 
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(f)_ Assistance to Agriculture 


The assistance received by the agricultural and 
pastoral industries, particularly those producing for export, 
from currency depreciation -- assistance coming to such in- 
dustries as a by-product of actual depreciation and not as the 
objective of a policy of depreciation, has already been 
mentioned. The desire of the economists for equal sharing of 
the loss in national income joss of course, never achieved. 
Export industry bore the entire burden, except for wage-earners 
who lost employment altogether, for the first year and a quarter 
of the depression. Even after the two great measures of 
currency depreciation in 1931, and the wage and interest re- 
ductions in 1931 and 1932, farm prices in 1932-33 were only 60% 
of the 1924-29 average, while costs were about 80%, according 
to the estimates of Professor Giblin, and the situation did not 
greatly improve until the second half of 1935. The figure for 
general farm prices also obscures the fact that sugar, butter, 
cheese, dried fruits and a few other products were protected 
bye tarifis,; fixed domestic prices, and subsidies, and did nov 
fall the full 40%, while prices of the export products, wheat 
and wool, fell more than 40%. Moreover, even the special 
assistance to wheat growers has been included as part of the 
"price" of farm products, so that the position of Australian 
farming, at the virtually stabilized level of 1932-5 to 1954-5, 
is presented at its best by the foregoing percentage figures, 
subject to this, that total production increased 16%, which 
would benefit the farm industry so far as the increase 
occurred in respect of such products as could still be produced 
at. a profit. 

The direct assistance given to agriculture by the 
Commonwealth may be summarized briefly. Butter producers were 
protected from the full force of the drastic decline in export 


price by the bounty, which they first received in 1926; this 
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was financed, until 1954, by a lcvy on domestic consumption 
(imposed not by the government but by the industry itself, under 
the protection of a tariff which in 1927 was raised to 6d per 1b.) 
Which was reflected in the domestic pricc; the domestic price at 
the lowest (1932) was 61% of the 1929 price. The decline was 
slower than for wheat and wool, the domestic price in 1931 being 
76% of the 1929 level. (Export price of Australian butter in 
London declined to 60% in 1932 amd 50% in 1933, of the 1929 
level. ) Exports in 1931-2 were double those of 1928-29 and 
previous years and went on increasing. 

sugar producers were assisted by continuance of the 
fixed price system embodied in agreements between Queensland 
and the Commonwealth. From 1925 to 1932 the price of raw sugar 
renained fixed at 526 per ton, and the retail price for refined 
sugar at 44d. per lb. In 1932 the Lyons government secured a 
reduction of 4d. per lb. or 11%. The industry had to export 
from 35% to 50% of production, however, and had to use its bounty 
from high domestic prices to offset the reduced export prices -~ 
a reduction to 79% of the 1928-9 level in 1930-1, rising to 89% 
in 1931-2 and then steadily declining to 66% in 1934-5. 

No assistance was given to wool, but wheat growers received 
special consideration, for the first time, from the Commonwealth 
governnent. In 1931-32 a bounty of 4$d. per bushel was paid. 

In 1932-3 and 1933-4 so-called "relief" was given. This was 
really a bounty to all wheat farners, distributed by the Common- 
wealth through the state governments on an acreage basis. In 
1934-35, in accordance with the recommendation of the Royal 
Commission on the Wheat, Flour and Bread Industries, there was 

a bounty of 3d. per bushel, and in addition "relief" of 5s. per 
acre. Special relief was also given to farmers suffering from 
adverse weather conditions. In 1935-36 there was gemeral “relief". 


The amounts of these various payments were as follows: 
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1931-32 Bounty £ 3,429,314 
1932-33 Relief 2,000,000 
1933-34 Relief 3,058,000 
1934-35 Bounty 15462,414 

Relief 2,004,944 

special relief 075,200 4,040,608 
1935-36 Relief 1,878,906 
Total, five years 14,401,828 | 
Total excluding special relief 15,980,070.) 


The “home price system" being so well-established 
in Australia, it was applied to wheat, on the recommendation of 
the Royal Commission, the payments in 1934-5 and part of 1935~6 
being financed by a processing tax on flour, but this was dis- 
continued in February 1936. 

Total: expenditures designated as “relief to 
primary producers" in the Commonwealth's accounts, together with 
wheat bounties, amounted to $15,700,000 in the five years 
1931-32 to 1935-36. There was none in 1930-31 and only 4327 ,000 
in 1936-37. These sums are exclusive of production and export 
bounties, under the many Bounty Acts, in connection with iron 
and steel products, sulphur, flax, wine,cotton, cocoa, coffee, 
fruit and gold, which averaged 450 ,000 per annum from 1930-351 
to 1935-36 as compared with £525,000 in 1928-29 and 1929-30. 

Action by the states to assist agriculture by 
special depression measures seems to have been chiefly by way of 
Debt Adjustment Acts. As in Canada, these were essentially 
moratoria, with the creditor subjected to a stay of proceedings 
if he did not agree to a compromise which seemed reasonable to 
the Director, (administrator of the Act) and the debtor subject 
to removal of the protection if he was recalcitrant. Debtors 
were left to bankruptcy laws if too deeply in debt. A feature 
of the acts in some states was that control over the proceeds 
of crops of farmers taking advantage of the Act was vested in 


the Director, and that advances for subsistence and farm 
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operations were made from funds supplied by the state, repayment 
of such sums being a first charge on the crop proceeds. 

In 1935 the Commonwealth parliamemt passed the Loan 
(Farmers' Debt Adjustment) Act whereby grants to a maximum of 
$12,000,000 were authorized to be made to the states out of the 
Commonwealth Loan Fund, over a period of several years, to assist 
in the composition of farmers debts. The chief use of the 
money is to pay off unsecured creditors who are willing (ora 
najority of whom are willing) to accept a reduced amount in cash 
in full settlement of their claims. No grant could be made to 
any state until it had set up a board or other authority to 
suspend farmers’ debts in whole or in part. Total expenditure 
by the Commonwealth to the end of June 1937 was £1,817,000. 

The difference between the farm debt situation in Aus- 
tralia and Canada may be seen from the following summary of the 
classification of creditors of wheat farmers published by the 
Royal Commission on the Wheat, Flour and Bread Industries 


(Second Report, 1935, p. 234): 


Secured Creditors 4000 , 000 
Governnent organizations (other than 
state banks) 30.0 
State banks 20.4 
Commercial banks Doel 83.5 
Financial institutions 14.5 
Private mortgagees 38.1 5266 
Unsecured Creditors 15.3 


151.4 
Summarizing, primary producers in Australia received 
assistance, directly or indirectly, and as the result of policy 
directed to that end or as the by-product of other happenings, 
in the following forms: currency depreciation; general interest 
reductions; maintenance of domestic prices; direct subsidies; 
special drought relief (the least important item owing to the 
absence of widespread drought); debt moratoria and debt adjust- 


ments; direct grants to facilitate debt adjustment; reduction 
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of costs through reduction of wages generally and especially 
reduction of wages of farm labour. The total amount of such 


assistance, of course, cannot be measured. 


(g) Annual Value of Material Production 

The following index numbers have been constructed 
from estimates of the gross value of non-manufacturing pro- 
duction (agricultural, pastoral, dairy and poultry farming, 
forestry, fisheries and mining) and net value of manufactures 
as published in the Commonwealth Year Book. The construction 
industry and the value of services are not included. Production 
per head of population has been given both on the basis of 
money-value and of purchasing power as measured by the "all- 
items" index of retail prices, the latter having been used both 
because it is adopted by the Commonwealth Statistician and 
because Australian wholesale price indexes are unsatisfactory and 
are in process of revision, 

Total Production per 


head of population 
Adjusted to 


Primary Manu- Total Money Purchasing 
Production facturing Production Value Power 


ferage of four 
mars 1925-26 to 


28-29 100 100 100 100 100 
28-29 99 104 101 98 97 
29-30 83 97 88 B4 B4 
130-31 7 73 72 68 75 
131-32 68 69 69 65 27 
132-33 | 70 74 7 67 84 
33-34 80 80 80 75 93 
54-35 75 91 80 74 91 
135-36 85 101 gl 83 101 


These figures would indicate that the depression in 
Australia touched bottom some time in 1931, so far as concerns 
the value of material production, particularly when regard 


is had to changes in the price level, although on a per capita 
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basis there was little improvement until late 1932 or 1933. 
In 1932-33 the price decline conceals the very great improve-~ 
ment in the real value of total production, an improvement 
Which is apparent from-.the figures in the last column of the 
table. Imports also increased substantially in 1932-33, the 
real indication of returning prosperity. As between primary 
and secondary industry, the depression in the former came 
sooner and more suddenly, was of greater severity, and lasted 
longer, than in the latter, and among primary, industries, those 
producing for export, particularly wheat and wool, suffered most. 

Total value of production in the various industries is, 
of course, only a rough guide to their relative depression- 
experience, which is complicated by both temporary and permanent 
changes in volume, costs and prices. Mention has already been 
made of Professor Giblin's estimate that, at the more or less 
stable price level (except wool prices) of 1932-33 to 1934-35, 
farm prices averaged 60% of the enor ae ion (average 1924-29) 
level, while farm costs were about 80% of their former level. 
At the same time, volume of farm production had increased by 
about 15% and the physical quantity of factory production, 
greatly reduced at first, was back to the pre-depression figure 
by 1933-34. There is some evidence of a permanent decrease in 
the proportion of primary to secondary production. By 1934-35 
the number of factory employees was up to the virtually stationary 
level of the three years 1926-27 to 1928-29; there was a 10% 
increase in 1935-36, and, although exact figures are not avail- 
able, a further substantial increase (as in all other lines of 
activity) in 1936-37. This striking recovery in secondary pro- 
duction was assisted by exchange depreciation, and perhaps in 
equal degree by the reduction in nominal wages (a much greator 
reduction than in the United Kingdom, for example, the chief 
source of Australian imports) and by a great improvement in 


technical efficiency. 
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(h) Monetary policy. 


(i) The exchange rate. 


The actual course of the exchange rate has already 
been described. Recapitulating, between November 1929 and Janu- 
ary 1931 the rate moved from par to a premium of 30% for sterling 
and gold. By December 1931, the gold premium was 80%, sterling 
still 30% but changed to 25% in that month. The sterling 
premium has since remained at 25%, with the gold premium vary- 
ing in accordance with fluctuations in sterling. 

From the mobilization of gold reserves in November 1929 
and prohibition in December of private export of gold, until 
December 1931, the banks and the Commonwealth Bank worked to- 
gether to control the rate. In January 1931 substantial depre- 
clation in the “official" rate was forced by the pressure of 
the open market. From September 1931 onwards, no doubt partly 
due to sterling depreciation, London balances began to accumul- 
ate, and the banks felt that they might not be able to hold the 
exchange at £130. Stability rather than a return to the former 
sterling parity was desired, and at the request of the trading 
banks, the Commonwealth Bank agreed, in December 1931, to take 
control of the exchange rate. It immediately reduced the rate 
to £125 and has been able to hold it there ever since. This 
was done during the federal election campaign. The new Lyons 
Government declared they would leave the management of the 
rate entirely to the Bank. 

In 1932 and 19353 there was some agitation for further 
depreciation. It was argued that over half of Australia's ex- 
ports went to countries of the sterling bloc, that sterling 
prices were still very low, and that a much higher rate than 
£125 was necessary to assist exporters. The Wallace Bruce 
Committee, appointed by the government to make a survey of 
economic conditions in Australia for the April (1932) Premiers' 


Conference and advise whether any form of government action 


‘ghgnn the apt etes sanpttoke © sie 4n'neaoe’ Z ‘Teo 
waG Boe Of cer seluatrcnl nepaitad ( gonvotia ignent | 
beets ‘tot HOE y a B ‘ot ease oa red bevou ofan 
nigwoge ROE ew iit oftty ‘blog wed ‘Teer seeno08 | 
sti bss insti Bi “lg Pit fom Sate nt RES) at begnsite | 
Lee mater ALOR: aw (oie as te ‘Bea laneit oonie. | 
DHE LUGS ee anotvant suit tee ‘enneb 
‘setens yodt hi sevracdhs Als 2] te dotvexr ftom au pron't cna 
‘fttes’ Silos te. Pieqme exertad to roatiened bf ‘obo 
“OF doohtOW Mined Seteownommed: edt Bie eilatad ‘ols 4 ‘iter 
Miah Lahiaedesns Ler". rowel ee tet eity” Loptines OF 
} | : ri 

20 Gabeeety ods. Yd. Adoweyt maw atan “Teh: j27eN one We tc 
rioted idvob Ont... eimaato” Lees eadere 3 Teo moxt - teabsane 
F pte ase 3 Oe" mead 2oera Led gobo AO tthteora ss vain 
Toim your Tadd a at saa any | 
Uden a gedd tadion ys aude | 0ehe te 


ars het rs] poo ta, Jaevoey & ne Se Iie Saath et 2 aw vitned | +5 


= 
2 
a 
’ 


oat OF LEE tego, of ghee s maig nt Haswyomm) 4 


+ NM St ‘8 * c w %y . 
Viet et Reawhet Vieret hominy eh! 6v.ae saatoxe ee 


aint , Pie Neve wied? *F Dial of efis ase ‘Bad 
‘sport won ol. tatmimes OL sis eo Lee abot edt auto. 


wed to tieneesran ed? erenl « Whwow: stant bortatvek & 


' hea ert tt. ot 


a yo 


{eau tot aolietige ema paw groity iP oot eeL ins SSek at | 


tA 
- 


sxe et eiferdavr to: Tiad «g.gt7 0 ina paket asd #t j =f 
; 4 ae 


gokitets tae: polite pated ‘edt: 29) sektsntng pe fas 
segue D. an #4. (eat tqete Snel el {wor bata 


4 


ru | SOLE TL aT ont eromendns jelous ohtcany 
i me. ! USETED | BS) gay oF epee Ra: i 


aig taney B asechahle 1 Fad: ott eo athens 
=e | oa ee - 


iF: gogtaR tare i) snot ea Pedtos 
ei a ar 7 - H! 


| e ari wy 


-149- 


would be of assistance in stimulating recovery, recommended 
that a further reduction in wages coupled with more exchange 
depreciation would help to establish equilibrium. The Prime 
Minister expressed his concurrence, but the government would 
not interfere with the Bank. The latter did not follow the 
committee's recommendation. At the time London funds were de- 
Clining, but export prices shortly began to rise, and the Bank 
was able to maintain a stable rate. Primary producers desired 
greater depreciation but did not push their agitation very far. 
In particular, the graziers were mollified when wool prices rose 
substantially in the autumn of 1933. In 1934-35 a rise in im- 
ports accompanied a decline in wool prices, the excess of ex- 
ports over imports fell, some foreign balances in Australia 
were repatriated, and other items contributed to a fall of 3514 
million (estimated) in London funds. The Bank declared it was 
its deliberate policy to maintain a steady exchange rate on 
sterling, and the strain passed with the recovery of export 
prices in 19355. 

(ii) Currency _ 

There was no currency inflation in Australia. 
Between June 30, 1929 and June 30, 1931 "notes in circulation" 
increased from $42.8 million to 50.6 million, reduced to £47.6 
Million by June 30, 1933. The increase, however, was an in- 
crease in the holdings of the banks, which appear to have taken 
notes in part payment for the transfer of their gold reserves 
to the Commonwealth Bank; the balance of such payment was 
reflected in increased deposits of the banks with the Common- 
wealth Bank. 

The heavy exports of gold by the banks in an effort 
to maintain the exchange rate, and in the course of the Common- 
wealth Bank's stabilization operations, necessitated changes 
in the legislation respecting reserves against the note issue. 
The previous requirement had been a gold backing of 25% -t 


June 1931 the proportion was reduced to 15% with provision for 
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gradual restoration to 25% over a period of four years, and in 
May 1932 a further amendment to the Commonwealth Bank Act allow- 
ed part or all of the note issue reserve to be held in sterl- 
ing. As a result, the Bank had converted virtually all the 


gold reserve into sterling by June 30, 1933. 


(iii) Treasury Bills and credit expansion. 

Since public loans could not be floated during the 
years 1930-51 and 1931-52, the heavy deficits of those years, 
as well as borrowings for loan expenditures on public works, had 
to be financed through the banks. Government bank borrowings, 
chgelly to cover lags in revenue, had previously been by way of 
overdraft. Three-months treasury bills appear to have been 
instituted in 1927, but were merely temporary issues prior to 
ivess AG gune 50, 1950 the amount of such internal bills out- 
standing was £2.56 million. The amount increased rapidly to 
$20.6 million at June 350, 1931 and £45.0 million at June 350, 
1932 and £51.2@ million at September 30, 1952, since when varia-~ 
tions in the total outstanding appear to have been chiefly 
seasonal. 

Short-term debt of Australian governments in London 
also rose rapidly during the years of crisis. The amount was 
negligible in June 1929, but was £34 million sterling a year 
jater, of which all but £5 million was by way of overdraft. By 
June 1931 the amount was £43 million sterling, of which £38 
million was represented by short-term debentures, for the most 
part held by the Commonwealth Bank. Virtually all of this ex- 
ternal floating debt was incurred when governments drew upon 
the banks' holdings of gold and sterling to meet overseas inter- 
est payments. The trading banks received cash in Australia in 
place of gold; the Commonwealth Bank in turn received short- 
term debentures for the gold so taken over. In the result, there 
was no change in trading banks' cash reserves from these opera- 
tions, but there was a reduction in the cash reserve ratio of 


the Commonwealth Bank. 


ifthe ,ewaey wet Yee 
Hin en ines Aviaegaor 


yimeta Of Riek Gd brit 
a! 4 CoP x a rarer. ee 
yeh SA me dady gat sa \ be), 2 
SORE. 08 ome ve at neta iat 


Aes at ; id parse <p i 3s bots a os Sy $ Ceci 


ne 4 adelante ve Lolo 
: ed ved , ite ‘i i Ub oH Ms mn ie vi 
ods pebeh hetaols sd dee bison eho 069 * iM 
‘ * s i ¥ & 

Ae 


wey sandt to atholveh eeeed erty LORE exes 8 


{eal EL Bao no ayerth amegae ‘ae aod mot ‘nanivovaed om | 
tT. ry “8 ve se) aa sme. sand, gt itavorxda heat 
caw yd chad splauowrete Crt, DUO TeR at agat 19990 iy 
{ ) ma oa nee soi eB BLS et vu pete y 8) inomesendlt ; 
| cna | ie re 
on ne end oe 8 evil OY eg det sad Yew Gh ert id) aes nt be ; 
ero AL fe Lani peek yey Te Sraroinn, @! i Oo¢ me. - Ob out a : 
eae tf L or ‘p ‘anh a te ‘Pearce’ wcttt : ndbttal E.8 sa Baw | 
. Oh saul $9 srokis bet Ona oT peasy 08 ecerh + tu abhi ie 


eifteido Raed exeh of soda anit oseau0 ‘taeod odd at 


, r : "wes ye + ie a 


; i ‘ f ay int i we 
yc herd Lh eer eee. aes Foe te ine i rd9b ‘aeeaded se | 


oy ever me | tl) 
A . 


o” (ghee te aeeey saht sakrul vibe 


<n 8 gukdweta x Tie Me a had BGOk’ ‘oar a ° 
ee sored <3 eee 0 <0 eae ve see aves Chow cs dud’ Fes dotiw 
- ’ ¢ : : 
ae tt a a0). poll tags Ke ve ft? ae ibs » aty tatiowe ‘eis. 
v aM eat ; tot, aeind ae dah gehbeadk yous a vd bodiaeaetye’s Ras 
‘nt , ba ‘ aI {ie eldee bee bi i rant id, ry BaF aor) ant) 


sougts Weth « teemmerevog asi bhai | dey Sehr 
pothd. ¥ ene ave \dedeae 6 : ast amin bs a) oe. 5a” 
ee &. tle tana hy , atk hess Sen ed ogaad saith 

‘Steeda basaeoe2 Bau A Pia, a ieeoea 
ae oi Sere ast at ae ae Se. & 
ns ® Pe ext gorien Yt ‘dems. + 
| 4s “ph te amma deeo' odd th 


ts a Sa Tay rin nya Ve & 
ne ne 


ts 
| io 


-151-~ 
However, the liquidity of the trading banks had been 


greatly reduced by their exports of gold prior to December 1929, 
and by the decline in their London funds. The expansion of in- 
ternal treasury bills in part offset this dere Yee aie: it in- 
creased the trading banks' liquidity, lessened their need to 
reduce advances, and enabled them to increase advances when 
economic recovery provided the necessary stimulus. 

The treasury bills were all taken up in the first in- 
stance by the Commonwealth Bank, which then sold part or all of 
each issue to the trading banks. The latter showed little de- 
Sere or vie Dills pricr to June 1951, and indeed up to that time 
the amount taken by the banks had no expansionist effect, since 
they regarded the bills simply as short-term debentures, forming 
part of their total advances and securities. There being no 
internal money market, the bills were not marketable securities 
and were regarded as no better than government overdrafts. In 
December 1930, however, the banks and the Commonwealth Bank had 
agreed that all further borrowing by governments must be carried 
on by means of treasury bills only, to be issued by the Common- 
wealth Government, when approved by the Loan Council, in res- 
pect of both Commonwealth and state borrowings. During the 
next three months an additional £11 million in bills were 
issued, of which £10 million were taken by the Commonwealth 
Bank, the other banks taking less than half a million despite 
the 6% rate. The government spending so financed by the Common- 
wealth Bank increased the cash reserves of the trading banks to 
the same extent as their deposits; whereas if it had been 
financed by ordinary borrowing from the banks, an equivalent 
decrease in advances to private borrowers would have been neces- 
sary in order to maintain the same ratio of cash to deposits. 
Since at this time the banks were endeavouring to improve their 
liquid position, the inference is thet the effect of increased 
central bank credit to governments lessened the contraction of 


commercial credit which otherwise would have been deemed 
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necessary by the banks, if they had had to make advances to the 


government. 

The Commonwealth Bank, however, was not favourably 
disposed towards this expansion of credit through its financing 
government deficits, particularly in view of the probable con- 
tinuation of such deficits on an even larger scale. In April 
1931 the Chairman wrote to the Loan Council stating that the 
Bank would be unable to supply money for government borrowing 
beyond an amount which, it was clear, would be reached by the 
end or June. This letter led directly to the decision of a 
majority of the Loan Council to appoint the Committee whose 
report constituted the basis of the Premiers' Plan. Once the 
control over budgets was so established, the Bank permitted 
continued borrowings to meet the still inevitable but much re- 
duced deficits. A change was made, however, with respect to 
the treasury bills. The Commonwealth Bank gave the trading 
banks its guarantee to meet such bills at maturity, and to re- 
diseount them at the face rate upon demand. The result was 
that the increase in the trading Banks' holdings of these bills 
between June 1931 and September 1932 was almost exactly equal 
to the increase in total bills outstanding. This was not, how- 
ever, a reversion to the old method of overdrafts under a differ- 
ent guise, nor was the purchase of such treasury bills by the 
banks simply an ordinary purchase of securities. The discount- 
ability of the bills rendered them the equivalent of cash in 
the eyes of the banks, so that they formed part of their cash 
weserves, in effect, whether or not so classified. Government 
deficits thus continued to have the effect of improving the 
liquidity of the trading banks. The issue of the bills did not 
force the banks to restrict their advances, as would have been 
the case if the banks had invested in government securities not 
capable of being turned into cash on application to the Common- 
wealth Bank. 


The Report (1937) of the Royal Commission on Monetary 
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and Banking Systems summarizes its section on banking and cre- 
dit developments 1929-36 with respect to the trading banks as 


follows (pp.92-93): 


"The depression first affected the banking system 
through the serious loss of London funds in 1929, which re- 
duced the liquidity of the banks. They became involved in 
an effort to restore liquidity which lasted until 1931. In 
spite of their endeavours the ratios at the end of 1929 
went to a point which they regarded with apprehension. 
Aggregate advances could not be reduced easily, and indeed 
increased until the beginning of 1930. In their own inter- 
est the banks had to support their old customers, especially 
primary producers, who were most affected by the fall in ex- 
port prices. The banks severely restricted new lending and 
endeavoured to reduce advances, but there is no evidence 
that during the depression they forced repayment of their 
loans on an-extensive scale. It was not until 1951, when 
treasury bill finance and government expenditure expanded 
their deposits and added to their cash, that the liquidity 
of the trading banks was restored almost as suddenly as it 
had gone. In this wey, the loss of London funds and of 
gold from the banking system was offset, and the banks soon 
removed their restrictions on new lending. The improvement 
in the banking position came about much earlier than the 
general recovery in trade and industry. From 1932 to 1934, 
the banks attempted to expand their advances, but found at 
first little response from borrowers despite the added in- 
ducement of lower interest rates. Gradually, however, as 
recovery proceeded, the banks were able to find more borrow- 
ers. Additions to cash reserves and to deposits through 
treasury-bill finance practically ceased after 1932, and 
changes in the liquidity of the banks again became dependent 
chiefly on movements in London funds. By the end of 1935, 
the liquidity of the banks had been reduced, and in 1936 
there were signs of adowing down of advances. It was not 
until export prices rose sharply, and London funds increased 
from the end of 1936, that the banking position became more 
fe Be bs Wo 


In explaining why "additions to cash reserves and to 
deposits through treasury-bill finance practically ceased after 
1932," the Royal Commission Report comments as follows: 


"Between 1929 and 1931, treasury-bills were taken 
up reluctantly by the Commonwealth Bank, which called a halt 
in the process at the beginning of 1931, because it feared 
the effects that mounting deficits would have on the monet- 
ary system. Even after the Premiers’ Plan of June, 1951, 
the Bank appears to have been rather reluctant in undertak- 
ing the required expansion. It would seem that the Bank 
was inclined to regard treasury-bills much more as a method 
of assisting governments than as a method of expanding 
credit. 


From July, 1932, the Bank urged upon the Loan 
Council the desirability of funding treasury-bills by 
public loan, and in 1932-33 and 1933-34 succeeded in bring- 
ing about some reduction in the total issue by this means. 
The Board may have been more concerned to reduce the volume 
of short-term debt than to contract credit, but the opera- 
tion of funding contracted credit in the same way as if 
securities had been sold on the open market. As the trad- 
ing banks were in a very liquid position at this time, the 
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contraction of credit meant little to them, but if the 
amount raised amd used for funding restricted the use of 
credit by reducing che amount raised below the sum which 

it was then desirable to spend on public works, the process 
would have retarded recovery. With the possible exception 
of the funding in November, 1932, it cannot be said that 
the funding actually carried out retarded recovery." (p.212) 


"The rate of discount on treasury-bills has been 
controlled by the Commonwealth Bank, and the bank has 
secured the reduction of the rate from 6 per cent in 1929, 
which was in line with the overdraft rates of that year, 
to 12 per cent in January, 1935. Moreover, the Bank has 
been concerned to restrain any tendency for the issue of 
treasury-bills to increase beyond what it has considered 
to be a reasonable amount. This is shown, for example, 
by its decision in 1933 not to discount treasury-bills 
to finance public works, and by its policy in 1934 in 
regard to deficits and rediscount. Further evidence is 
to be found in the Bank's attitude towards funding. In 
July, 1932, the Bank Board took the view that a beginning 
should be made in funding the internal floating debt. 

When the Loan Council met in October, 1932, the Board, 
holding that the large volume of treasury-bills menaced 
its control of currency and credit, offered to underwrite 
a loan of £20 mm. at 4 per cent at par, of which 412 mm. 
was to be used for funding treasury-bills and the rest for 
puplse Works. “Ihe. offer was not Sccepted, but a toan of 
£8 mm, at 3¢ per cent at par, underwritten by the Common- 
wealth Bank in conjunction with the trading banks, was 
raised, half of which was used for funding treasury-bills 
and halt for public works. During 1955, the Board con- 
tinued to urge that the increasing volume of treasury- 
bills should be checked, and the Loan Council agreed that 
djhere should be a gradual funding of the bills by loans 
raised in the market as and when conditions permitted. 
Consequently, in November, 1933, 45 mm. out of a loan of 
£10 mm., and in June, 1934, 53.5 mm. out of a loan of 412 mn. 
were used for funding, but the amounts funded were practi- 
cally offset by the issue of additional bills for revenus 
deficits. In October, 1934 the Bank Board proposed to 
the Loan Council that treasury-bills should be funded by 
means of a public loan, and in the alternative offered to 
fund £5 mm. of bills by private funding. The Loan Council, 
however, was unresponsive to this advice, and consideration 
i as question of funding by either method was postponed." 
p.64 


It is thus clear that deliberate credit expansion was not 
a mattcr of general policy in Australia. The Royal Commis- 
sion took the view that expansion of central bank credit should 
have come earlier. “It should have been undertaken as a matter 
of policy when there was a serious contraction in London funds 
at the end of 1929, and should have been continued on a larger 
scale in 1930 when there was a loss of gold from the Aus- 
tralian banking system." (p.212). 


This last must, of course, be read in conjunction with 


the Commission's views on the exchange rate; expansion of 
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central bank credit would have taken the place of the gold 


which was exported; it would not have stemmed the flow of gold, 
but would in fact have accelerated it. The only monetary 
measure which, in the midst of credit expansion, could have 
halted the outflow of gold was exchange depreciation. As to 
this, the Commission remarks as follows (pp.213-4): 


“The movement in the exchange rate in January, 1931, 
was one of the major contributions of monetary policy to 
recovery in Australia. It increased the returns to ex- 
porters in terms of Australian currency which tended to 
increase the volume of export production, and it tended 
to restrict imports. Had the movement come earlier, the 
fall in the national income would have been less, and the 
task of recovery easier. 


The Commonwealth Bank joined the trading banks in 1929 
and 1930 in resisting the movement of the exchange rate. 
The force of the tradition of equality with sterling was 
powerful, the reluctance of governments to add to their 
budget difficulties was great, and the fear of inflation 
and flight of capital was strong. The future of export 
prices and of prices generally could not be foretold. 
Weight had to be given to all these considerations, and 
there was some justification in 1929, and in the early 
part of 1950, for the Bank's attitude to the exchange rate. 
The arguments for a serious change in the rate were not as 
cogent as they were later; but, after the middle of 1950, it 
was unwise for the Commonwealth Bank and the trading banks to 
attempt to hold the rate. 


While it was a wise action in 1929 on the part of the 
Bank to recommend the mobilization of the monetary gold in 
Australia, and its use as a means of meeting overseas commit- 
ments, yet the attitude of the Bank towards gold tended to 
obscure recognition of the fact that Australia had departed 
from a gold standard. 


In the belated movement of the official exchange rate to 
130 in January, 1931, the initiative was taken by the Bank of 
New South Wales. By that time, the Commonwealth Bank should 
have realized the value of exchange depreciation as a means of 
meeting an emergency, and have raised the rate to a height 
whieh would have restricted imports and maintained exports. 
In the light of events, a higher rate might have been justi- 
fied, but actually the rate was determined by outside market 
quotations. The Commonwealth Bank, as the central bank, 
should have taken charge of the rate at that time, increased 
it, if necessary, and have been prepared to buy and sell 
freely. Then the Bank would have been in a better position 
to protect and to build up London funds as circumstances 
permitted, and to replace some of the international reserves 
(including gold) which had been used in the crisis. In 
December, 1928, these reserves in gold and London funds had 
amounted to some £90 m., but by December, 1930, they had 
fallen to about £40 m. But the Commonwealth Bank, in regard 
to the exchange rate, merely acted as an ordinary trading 
bank until December, 1931, when it assumed control, fixed 
the rate at 125, and began to buy and sell freely." 
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(iv) The Commonwealth Bank 

Throughout the foregoing sections there have been 
repeated references to actions by the Commonwealth Bank, with- 
out any exposition of its status and powers. Prior to the 
depression, the Bank was not a central bank and only the rudi- 
ments of a central banking system existed. By the end of 1931, 
after a development compressed into little more than two years, 
the Commonwealth Bank had emerged as the dominant institution 
in a central banking system as fully developed as conditions 
in Australia allowed. 

The Bank was established in 1911, by a Labour 
Government, as a government-owned trading bank and savings bank 
for the express purpose of competing with existing banks. It 
has been banker to the Commonwealth since 1913, Tasmania and 
Western Australia since 1914, South Australia 1916, and Queens- 
land since 1920. The necessities of war finance gave to the 
Bank, as financial agent for the Commonwealth Government, an 
opportunity greatly to increase its powers and prestige. In 
1920 the first step was taken towards becoming a central 
reserve bank, when a Note Issue Department was established, to 
which was transferred the control of the note issue, previously 
under the Commonwealth Treasurer. In 1924 the Commonwealth 
Bank Act was further amended, including provisions that, after 
a date to be proclaimed, the Bank Board should fix and publish 
from time to time the rates at which it would discount and re- 
discount bills of exchange; and, also from a date to be pro- 
claimed, the banks should use the Bank as a clearing house for 
settlement of inter-bank balances. In neither case has the 
proclamation been issued. The first of these provisions has 
not yet been of importance in Australia, and the purpose of 
the second was subsequently achieved without legal compulsion. 

The 1924 Act also effected a change in the manage- 
ment of the Bank by substituting control by a board in place 


of the previous control by a governor. The Board consists of 
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the Governor, who is the chicf executive officer, the Secretary 
to the Treasury, and six others. The members are appointed 
by the Government and hold office for a term of years 
(retiring in rotation) a fact which in 1930 and 1931 rendered 
the Board independent of the Government since the latter was 
unable to secure passage through the Semate of legislation 
designed to impose its will on the Bank. The Chairman is 
elected by the Board. 

In 1950 the Government introduced a bill to establish 
a Central Reserve Bank of Australia, the effect of which would 
have been to leave the Commonwealth Bank in the position of 
an ordinary trading bank and savings bank; the new central 
reserve bank was to be more directly under government control. 
The bill passed the House of Representatives, but was given 
six months’ hoist by the Senate in April 1931. 

Meanwhile, events had been moving towards development 
of the Commonwealth Bank as a cemtral bank. Shortly after 
the passage of the 1924 Act the trading banks commenced to 
hold balances with the Bank, although the major part of their 
cash reserves was still held in the form of Australian notes 
and gold. Late in 1929, when the exchange situation was 
becoming critical, the government secured passage of a Common- 
wealth Bank Act which empowered the treasurer to authorize 
the Bank to obtain particulars of gold coin and bullion 
held in Australia, and to require the surrender of the gold 
for Australian notes. During the next six months the trading 
banks paid in nearly all their gold, taking payment therefor 
largely in the form of deposits with the Commonwealth Bank, 
but also partly, in the first instance, in Australian notes. 

Until late in 1931 exchange control was exercised by 
the banks as a whole, with the trading banks seemingly 
taking the initiative in any changes that occurred, but the 
control was far from effective, the pressure of the "outside 


market" frequently forcing the banks' hand. In December, 1931, 
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however, at the requost of the other banks, the Commonwealth 
Bank accepted full responsibility by cstablishing a price at 
which it would buy and sell freely. Exccpt for the change 
from £130 to £125 Australian to S100 stcrling in December 
1931, the control has taken the form of preventing short term 
fluctuations that might otherwise have occurred. The intemal 
monctary situation has consistently depended chiefly on the 
amount of the trading banks’ London funds, which normally con- 
stitute the activating portion of their cash reserves. Tho 
Commonwealth Bank could control such funds only by alteration 
of the exchange rate, or oy rather drastic changes in central 
bank credit sufficient to cause the trading banks so to expand 
or contract their advances as to alter the volume of imports 
and/or exports. Some action has been taken, but, as before 
the depression, internal monetary policy has been a somewhat 
passive partner in the relationship, with London funds, 
dependent chiefly on exports and world commodity prices, 
taking the active role. The Royal Commission Report (p.73) 
notes that the Commonwealth Bank’s opinion is that all it can 
do to increase or decrease the credit base is to "add to or 
subtract from the effect that movements in London funds have 
On the credit base in Australia." 

The Bank has power to purchase and sell securities on 
the open market, but has engaged in few open market operations. 
The objective of expanding or contracting the cash of the 
frading banks by such operations apparently cannot be achieved, 
because of the “sensitive and limited nature of the bond 
market," without affecting the price and yield of goverment 
securities, and ultimately interest rates generally. In 19355, 
however, action was taken through the Savings Bank to purchase 
securities for the purpose of offsetting the effect on interest 
rates of salcos of securities by the trading banks. 


Through its general banking department the Bank has 


some power to influence interest rates directly, which it 
would not otherwise possess in the absence of an internal 
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monoy market. Sincc 1930, however, as its central banking 
functions developed, the Bank has as a matter of policy res- 
tricted its trading bank activities, viewing them not as an 
objective in themselves but as "a favourable adjunct to central 
bank control in the power they confer to influence interest 
rates, to expand advances, if necessary, and to provide facili- 
ties which the trading banks may refuse or may not be in a 
position to supply." 

During the depression the Commonwealth Bank exercised 
an important influence on public finance. The Bank persistently 
opposed exchange depreciation, and refused to expand credit or 
currency as desired by the government. It advocated drastic 
reduction in government expenditure, became the sole souzrce of 
funds for government short-term borrowing (both Commonwealth and 
state) by arrangement with the trading banks, and finally (April 
1931), set a limit to the amount of such borrowing. The govern- 
ment, unable to obtain inflationary action, had either to go 
through the steps leading to a dissolution of both Houses and 
appeal to the electorate, or default, or follow the course 
desired by the Bank. The compromise contained in the Premiers’ 
Plan which resulted from this situation has already been des- 
cribed, as have the actions of the Bank after the adoption of 
the Plan. The Bank retained a measure of control, even when the 
Loan Council adopted a somewhat more independent viewpoint after 
the immediate crisis had passed, through the assistance it 
rendered as underwriter. On this point the Royal Commission 
eaid (p.62): 

"Australian governments have sought to relieve unemploy- 
ment and to hasten recovery by means of long-term internal 
loans for the purpose of public works. The Bank has acted as 
adviser to the Loan Council in regard to all loan finance. It 
is consulted by the Loan Council as to amount and terms of 
loans, and the time of issue; but the advice of the Bank has 
not always been taken. The Loan Council has always looked to 
the Bank to underwrite government loans in Australia, and the 
Bank has frequently proposed limits of underwriting which it 
has subsequently agreed to extend; but on the whole the Bank has 
been a most important influence in regulating public long-term 
borrowing. Between November, 1932, and November, 1936, all but 
one of the loans floated were underwritten by the Commonwealth 
Bank. The total amount underwritten was £84.35 mm. and, to- 


gether with the Commonwealth Savings Bank, it subscribed 515.2 mm. 
‘ to loans in the same period." 
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ROYAL COMMISSION ON DOMINION-PROVINCIAL RELATIONS 
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REPORT OF PROCEEDINGS 


AUGUST 8,193% 


Official Reporters 
tT. 8S. Hubbard 


Parliament Buildings, 
Ottawa, Canada, 
Room 16, August 8, 1938 


On Monday, August 8th, and on Tuesday, 

August 9th, the Commission heard Mr. L. F. Giblin, 
Professor of Economics at the University of Melbourne, 
Australia, former member of the Commonwealth Grants 
Commission, and one of the framers of the "Economists 
Pian” of 1931. Professor Giblin spent most of the time 
discussing the attached memorandum on Australia, and his 
comment on it is reported as follows: 

"Ottawa, Ontario, 

BE OWES eyo 
"Dear Mr. Skelton: 

I have read with care the memorandum 
on Federal-State Financial Relations in Australia 
which has been prepared for the Royal Commission 
on Dominion-Provincial Relations, It shows full 
and careful study of the original sources, the 
facts are set out accurately and the criticism 
expressed or implied is fair and reasonable, 

The work has been done with great 
ability, and, with some minor amendments, which 
I understand are being made, I should regard it 
as a very satisfactory presentment of a rather 
tangled chapter of history. . 

Yours faithfully, 


(Signed) L. F. Giblin" 


It is unnecessary to reproduce the detailed dis- 
cussion of this memo in the evidence. However, some of 
Professor Giblin's general comments may serve as an intro- 


duction to the study. 
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AUSTRALIA AND CANADA CONTRASTED 


PROFESSOR GIBLIN: Federalism requires a certain 
measure of similarity in its members if it is to work reasonably 
well. It is desirable that there should be no great divergence 
either in political ideals or in social standards, or in economic 
strength in relation to population. 

In considering the difficulties of federation in 
Australia, one has been impressed by the divergences, small 
indeed in political outlook, appreciable in social standards, 
but outstanding in economic strength. It does, however, seem 
possible within the framework of the constitution to make 
financial adjustments without great difficulty which will enable 
the machinery of federated governments to work efficiently. 

Between the Canadian provinces the differences seem 
much more marked. I gather that there is general recognition 
of marked differences in the outlook of the population between 
the maritime provinees, Quebec, Ontario and the west -- 
djrierences’ in political ideals and, what is more serious., 
in political responsibility. There is nothing corresponding 
to this in Australia except a moderate slackening of political 
responsibility in Western Australia, which is now tightening 
up, and possibly in Queensland. 

In social standards as expressed in social expenditure, 
the variations in Australia are serious enough to be troublesome. 
I get the impression of much wider divergences in Canada but 
have not the facts. I may say that I wrote out these notes 
roughly coming across in the boat and all I had with me was 
the 1937 Year Book of Canada. 

THE ACTING CHAIRMAN: Would you mind making clear to us, 
Professor Giblin, what do you mean by political responsibility? 
You mentioned that particularly in connection with Western 


Australia. 
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PROFESSOR GIBLIN: What I mean is the attitude that 
is taken -- "this is our government and we have to make it work", 
That is the attitude, 

THE ACTING CHAIRMAN: That is the meaning you give 
the words "political responsibility". 

PROFESSOR GIBLIN: Yes. That is what I mean -- that 
attitude as opposed to the other feeling, "damn the government; 
let 14.40 what it likess -Itvhasmothing to do with me", 

THE ACTING CHAIRMAN: Thank you; I do not wish to 
interrupt you. | 

PROFESSOR GIBLIN: As I was saying, I had with me only 
the 1937 Year Book, That was my only source of information, 
and I did not discover until I set out that it had little in- 
formation on provincial expenditure. So that I have not very 
much to work on. 

From the very incomplete data given with regard to 
the expenditure on education it appears that in some provinces 
expenditure per head of population is almost double what it is 
in other provinces; and if expenditure per unit of average 
attendance is taken, the divergences are equally wide. In Aus- 
tralia, the highest state expenditure per head is less than 20 
per cent more than the lowest. That contasts with what seems to 
me almost double, from what I can gather roughly from the 
figures, in Canada. The Australian method of using one standard 
as a measuring rod works, not without creaking, for differences 
within the Australian.range. For the Canadian differences it 
may be unworkable. 

The same reflection occurs in a more fundamental 
matter, the differences in cconomic strength as a whole 
between provinces. I have no information as to relative 
taxable capacity by provinces and in its absence the most sig- 
nificant available figures are perhaps those for value of pro- 


duction per head. I have taken the figures for net production 
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per head. I have taken the figures for net production per head 
in 1955 from the official publication "Canada, 1938", page 25, 
and set beside them the Australian figures for the corresponding 
year. For Australia it is the mean of two years, 1934-35 and 
1935-36, converted into dollars at $5.00 to the pound, for 
reasons noted elsewhere. Actually, the rate of conversion does 
not matter because it is only comparative. 

The chief difference in significance is that the 
Canadian figures include "Construction," for which Australian 
figures are not available, and this item accounts on the 
average for five per cent of the Canadian totals. Thus 
Canadian figures might be five per cent greater than the 
Australian on account of the inclusion of construction under 
material production. We get for net production, per head, 
taking the 1935 figures I have obtained from Canada, $286 per 
head in Ontario, and the figures vary down to $124 per head in 
Prince Edward Island, with Saskatchewan, Manitoba and New 
Brunswick all just over $140 per head. So that for all these, 
not only for the small island but for these other provinces 
together, making a very substsntial part of the dominion strength, 
production per head is only half that of Ontario. The figures 
for Australia I will take now, 

If you take the same figures for Australia, turning 
them into dollars on that or any other basis, you get the 
highest figure in Western Australia of $273 and the lowest in 
Tasmania, $198. Instead of the highest being double or 
more than double the lowest, the highest is only about one-third 


greater than the lowest -- 37 per cent. 


That does not tell the whole story, because material 
production does not in itself measure national income, and it 
will be noted that the highest figure in Australia is for 


Western Australia, a state which is asking for and getting 
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special assistance. There is evidence from other data that 
the income per head of Western Australia is just about the 
average of all the states and not very much greater than any. 

It is obvious that the larger centres of population 
have the advantage in the production of services, which have to 
be added to material production. Many nation-wide commercial 
and financial activities will have their headquarters in Mel- 
bourne or Sydney, and with corresponding high incomes. The 
economies of mass retailing will be much more pronounced in the 
large centres, cxpressing themselves in high rents as well 
as large profits. The interest payments of the central govern- 
ment go more than proportionately to places like Melbourne and 
Sydney. But the chief correction to material production figures 
comes from the claims of other people in other states and 
abroad on the production of a given state. 

The effect of these claims may be to add appreciably 
to the income of one state and reduce that of another. Exact 
information on these points is lacking in Australia, but it is 
possible to make a rough correction based on gencral knowledge, 
so that it will gonerally harmonize with other information about 
income. I have made a rough shot at this for Australia and then 
very rashly, but only tentatively and for illustration, made 
guesses from very imperfect knowledge of the corresponding 
corrections for the Canadian provinces. I have corrected the 
figures for Australia so as to make them a fairly sure measure 
of national income por head in the different states; and from 
the little I know of the Canadian provinces I have made crres- 
ponding adjustments of the same sort to show the position in 
Canada. These figures are more in the nature of an indcx 
number. I find that in Australia the highest are Victoria and 
New South Wales, $260 -- I have cxpressed it in dollars -- 
and the lowest Tasmania, $180. The difference is much the same, 


just 30 per cent, which we had in the crude figures, only, 
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instead of Western Australia having the highest figure, that 
now comes down to about the middlc. Western Australia comes 
from $273 to $230 and Victoria goes up fri $248 to $260. 
Similarly, New South Wales; and Queensland comes down a little, 
South Australia cones down rathcr more and Tasmania a little 
more still. The result is that from a rough estimate of 
national income per head we find that the richest state is 
only about a third greatcr than the poorest. Doing the same 
thing for Canada, the effect Will be obviously to increase 
the disparity. Ontario will have a still higher figure than its 
crude figure of production per head, so that Ontario is raised 
from $286 to $300 and the Prairie provinces show a decrease, 
Saskatchewan and New Brunswick are $130 and Prince Edward 
Island is $110. So that the disparity is still greater than 
the crude figures of production pet head suggest. Actually, 
the corrected figures I have are: ‘Ontario, $300; Quebec, $215; 
British Columbia, $210; Alberta, $180; Nova Scotia, $145; 
Manitoba, $135; Saskatchewan, 1303; New Brunswick $130; Prince 
Edward Island, $110. You can do better than that when you have 
more information, but that is the kind of thing you will find. 
The point is that income per head in the richest 
state is two and a half times, at any rate very much over two 
times, that of the four lower ones. [I should have said province, 
The four lower ones, with a population of two and a half 
millions among them, are a very substantial part of the whole 
strength. For income per head in Australia, the highest figure 
is forty-four per cent greater than the lowest, and I am con- 
fident that this relation is roughly true. Corrections made 
on the same scale for Canada show variations over a very much 
wider range. The highest figure is nearly three times the 
lowest. Even leaving out Princo Edward Island there are three 


provinces at about the figure $130 with Ontario having an income 
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per head more than twice as groat. In Australia there is only 
one state seriously out of step and that only about twenty-five 
per cent below the average, and that statc -- Tasmania -- is 

much the smallest with only three per cent of the total population 

In Canada, there are four provinees, besides Prince 
Edward Island, containing twenty-five per cont of the population 
of Canada, with an income per head which I expect will be found 
to be less than half the Ontario figure, 

Whatever corrections are made to my guesses, I sus- 
pect that the relations instanced above will subsiantially hold. 
They suggest that Australian experience must be very inadequate 
for the solution of the Canadian problem. 

I did feel that the differences that seemed to stick 
out in standards of expenditure, and which certainly exist 
in income per head, make the whole problem of Confederation in 
Canada very different from that in Australia; and on that 
account methods which have worked in Australia might be quite 
unworkable here. It rather suggests, speaking vaguely, that 
a very much more fundamental handling of the situation is re- 
quired, 

in Aus tralia 1% .00Ks as if we could get over our 
difficulties within the framework of the present Constitution; 
they are matters that can reasonably be described as amenable 
to adjustments which will make the system work, Of course, 
we may be up against some snags -- economic bad luck for 
instance. On the whole we have had very good luck in Australia, 
and if we had a run of bad luck the system might not stand up 
against it. But taking normal expectations, it looks as if the 
thing might work in eg See wie’ With the kind of adjustments which 
the Grants Commission has made. 

It does not seem to me to follow at all that any thing 
of the same kind would be an adequate solution for Canada, 


That, of course, is just my own very vague feeling. The facts 


ek oc ptiteate et 
nile ‘totes cit hs inen “nog sour wine co 
poniee eolieed .a sen voug 260% pte oredt a 


ttateyee oct to face Og oviteytaont pint stiiee. 5 


nor ed fiw toogte I Hone bead doq. amoont ae at é 
Cee 1 
somuart btzateo att) weit “would, 
“Cie T soar fa ot ebem ote etottoorsos ovotedt ash 


| rhe 
fot: YL 8 iter adie Be e aveda boo setent. Bite isaton te $ 
bast Shans vy ‘. it ot 4 @ TN ae ootte.rteq: a8 , na Lent sud “teat tet 
moll ong ethene oat to #0 dite 
jotta ot bomeot Yaty 's oonexo Tne ea. t tent fost bib x 


tone go Mie pelts mtn wet dane got t. ieee b ere 

“hh Ve ; yn 

otitis of tdgke etiosiewk ay peoxrcron “OW att devi noi oar # : 
' H A Re vee a ° 


‘ Tae gg Vien ey pe totaoge, ) 3s money ® " eas a Te patent « 


‘ 


“ot of gottantte oat to ask died Lagi omobaist ‘STON ovint 
: a a 


ray 4 A fi iin 


| ! May Ne : vy , 2 be ¥ 
The. foe Poem. DL poe ow | f me alow “FE. at canteua nt 


yoetooo TO _wToOw moreve, ens od am come 4 fost soaoate at 


“Oo? vxaul Sed slmoioon 45 OF pace ome fea L838 qu od 
t a Path ae “ hese a | en ; lie ie 
fleatieava i Mas l> Hogs. YROV fe ii ‘aved vy, ‘etext edd; 


qu Dane Son Triate mov ih aid ‘dosig Satf ty. fire 


nt ti ee aipol Fi ,ancives es ooKKe Lamon ‘Bit Hee 
x : ; ? , md Jin 7 t: 7, as Lu 
Liew. atomfey ihe “to bata’ aaa sitetcony, 


eee 


“! henae 109: a0 Tt nfoR ee ae 
psa? she — bupnt ee 


or 


i m ue ee i P Pre 


areie 


do seem to point to the need for a much more fundamental 
handling of the problem, possibly much more far-reaching 
-changes than have been found necessary in Australia. 

MR. SKELTON: Had the variations in taxablo capacity 
among the different states been substantial, larger fiona 
by the Grants Commission would not have solved the problem, or 
they would not have been possible on so large a scale? 

PROFESSOR GIBLIN: That is my feeling, that it would 
not have been possible to make transfers on such a scale, 
and all the technical difficulties in computing them would have 
been very considerably increased. Errors that could be passed 
over when grants were comparatively small might involve 
enormous sums when the differences were so great. There would 
be much greater practical difficulty in getting the adjust- 
ments accepted. But more than that, as Mr. Skelton says, 
these transfers would be too large to be regarded as reasonable, 
and the conclusion would be, "Why not be one country at once 
and have done with it?" 

MR. FOWLER: In Australia the responsibilities of the 
states for services are very much greater than those of the 
Commonwealth. The services rendered by the states are con- 
siderably greater than the services rendcred by the Common- 
wealth. Is that right? 

PROFESSOR GIBLIN: It is very hard to measure them. 
They actually spend more on them. 

MR. FOWLER: What is running through my mind is this: 

In Canada the functions performed by the central government 
seem to be rather more widespread. 

PROFESSOR GIBLIN: They are wider than in Australia, 

certainly. 

MR. FOWLER: And the other factor is that the scale of 

subsidy payments in Canada is very much lower than the scale in 


Australia. I suggest that as indicating the possibility in 
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Australia of taking up considerably more of the difference 
between the highest and the lowest. 

PROFESSOR GIBLIN: Yes, that is quite true. There 
are not such large activities to compensate. 

MR. FOWLER: And we have not paid anything like the 
grants that you have given from the central treasury, so that 
there might be a range there for increase? 

COMMISSIONER DAFOE: The matter of railway deficits 


in Canada is a dominion responsibility. The inference from 
your figures, Professor Giblin, would seem to be that dis- 
tribution of subsidies on a per capita basis does not meet 
the situation. 

PROFESSOR GIBLIN: Oh no. 

COMMISSIONER DAFOE: Consequently there must be 
variations in the subsidies or you must have a substantial 
transfer of provincial burdens to the federal authority. 

PROFESSOR GIBLIN: Yes. 

COMMISSIONER DAFOE: You must take one road or the 
Other. 

PROFESSOR GIBLIN: If there are subsidies there must 
be great differences between them per head, very much larger 
than at present, though not so large as my figures suggest, in 
view of Mr. Fowler's point, that the actual functions of the 
provinces are not so great as in Australia. If you add the 
provinces to the municipalities there is, of course, not such 
avery great difference essentially. The railways at times 
have been profitable in Australia, 

COMMISSIONER ANGUS: Would the figures for income be 
fairly steady from year to year, or aro the incomes of” some 
states exposed to variations, through world prices, greater 
than those of other states? 


PROFESSOR GIBLIN: Yes, they are exposed to world 
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prices. On the whole you can say that these would be fairly 
steady over the last six or cight years. Probably in the 
twenties they would be different. 

COMMISSIONER DAFOE: Those figures for the prairie 
provinces are abnormally low owing to drought and low 
prices for wheat. 

PROFESSOR GIBLIN: Yes. It is a frightfully diffi- 
cult question. I said that I expected the differences to go 
out in Australia with a moderate revival in wheat prices, 
but the future of wheat is extremely uncertain at the present 
tame and, £ am inclined to think, for a long period of 
years we shall have subnormal prices on the average, 

COMMISSIONER ANGUS: I was considering the possi- 
bility of subsidies as a means of stabilizing conditions in 
two areas by benefiting one when it had a bad year and 
assisting the other in a year when conditions were unfavourable 
and I was wondering whether the federal govemment could 
do anything in that direction? 

PROFESSOR GIBLIN: Bad years are apt to be pretty 


general as far as prairie provinees are concerned. 
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Net production per head, 1935 


Canada Australia 

$ L.A. 4s 
Ontario 2€6 West Australia 04.7 273 
British Columbia 250 Victoria 49.5 248 
Alberta 203 New South Wales 48.9 245 
Quebec 198 Queens land 48.6 AAD 
Nova Scotia 160 South Australia 44.4 222 
Saskatchewan 140 Tasmania 39.6 4198 
Manitoba tee 


New Brunswick 143 


Prince Edward 


Tsland 124 
Average 220 Average 48,6 243 
Pro- Adjusted Pro- Adjusted 
ductn index of ductn index 
per head income per per of income 
head * head per head * 
$ 
Ontario 286 300 West Aus- 
tralia vat I 250 
British 
Columbia 250 210 Victoria 248 260 
Alberta 208 180 New South 
Wales 245 260 
Quebec 198 215 
Nova Queens land 243 2359 
Scotia 160 145 
7 South Australia 222 270 
Saskat- 
chewan 146 150 Tasmania 198 180 
Manitoba 144 255 
New Bruns- 
wick 143 130 
Prince Ed- 
ward Is. 124 110 
Average 220 Average 243 


Note: * This figure might be reduced, with the 
crude average made =100. 
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COMMONWEALTH GRANTS COMMISSION METHODS 


PROFESSOR GIBLIN: Now, what I should like to emphasize 
is the fact that the Commission in Australia was fully conscious 
of the very great difficulty of establishing a "normal" standard 
of state Eeeecineus taxation and expenditure owing to the com- 
parative fewness of the states and the great variations between 
them. No sort of average of non-claimant states could be ex- 
pected to give a valid standard. It would be an average of 
three very diverse states, and the Commission had not the know- 
ledge -- I do not know whether it is possible to obtain the 
knowledge -- to fix an objective standard, a standard that one 
would think a government ought to adhere to. 

It is almost impossible to get any absolute standard 
of that kind. All attempts that have been made to establish 
theoretical standards -- for example, standards of wages, the 
living of wage earners -- have ended in results which were 
obviously very far from being of practical utility. The Com- 
mission, therefore, dismissed the possibility of mking an 
ideal standard to which the state should conform. If there 
had been thirty or forty non-claimant states, probably an 
average would have been arrived at that would have been near 
enough for all practical purposes. But when there are only 
three, the variations that would take place in any one would 
so greatly alter the result as to render any standard unsatis- 
factory. 

In effect, the Commission had to make a rather arbi- 
trary eaued on as to standard, and they thought at the time 
that Victoria and Queensland i Victoria being a rather econ- 
omical and Queensland a rather expensive state -- would give, 
not the weighted average, but a fairly reasonable standard. 

If you took: the weighted average by population instead of 


the aggregate average you got a different result. Including 
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New South Wales, a non-claimant state, you got a different re- 
sult, and the differences would be substantial -- not enormous, 
but quite substantial. The Commission did not feel, therefore, 
that they had solved the question of determining what was a 
reasonable standard with which to compare other states. As 
noted in the attached study, in the Fourth Report, New South 
Wales was also used in calculating the normal standard, and 
the average of New South Wales, Victoria and Queensland sounds 
formally much better of course. 

On page 53 it is remarked: 

"New South Wales was left out of consideration, in 

the more definitive and permanent methods adopted 

in the Third Report, as it ‘exhibits so many dis- 

turbing features’,." 

We had to consider however more than the mere fact 
that New South Wales had been, perhaps for two or three years, 
running on rather peculiar lines as regards taxation and the 
provision of services. There was also the fact that. it was 
impossible to ascertain with any certainty what the deficit 
in New South Wales was. New South Wales, of all Australian 
states, has an extraordinary skill in mnipulating figures 
of finance, and there may be complicated transactions between 
revenue and capital expenditure -- transfers from and to the 
railways, transfers to and from trust funds -- which made it 
exceedingly difficult to ascertain what the real deficit in 
that state was. 

New South Wales not being a claimant state, the 
Commission had no right to go to them and insist upon full 
particulars. They did not refuse to give us full particul- 
ars, but they always succeeded in answering the questions 
that were asked them in such a way as still to leave a loop- 
Hole. One quite competent economist and statistician in 


Australia, after studying the position in New South Wales, 
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came to the conclusion that their deficit was very consider- 
ably out, even after the Commission had adjusted it by a 
million or two; and our investigations could not convince us 
whether he was right or wrong. As I say, there was always a 
loophole, 

That, therefore, was really the reason why New South 
Wales was left out. The fact was put in that unprovocative 
form because we had no occasion to mke trouble; but what had 
to be taken into consideration was more than the fact that 
New South Wales was above the "normal" standard. The trouble 
was the impossibility of satisfying ourselves at the time 
what the real New South Wales deficit was. Afterwards we did 
become convinced that they were really fairly right. In the 
succeeding year the Commission was able to satisfy itself 
that the figures were quive reasonable, and then it became 
possible to take New South Wales into the picture. 

What I wish to emphasize is that the standard is 
admitted by the Australian Commission to be quite unsatis- 
factory. It is just a rough approximation and must depend 
upon the broad practical judgment of the Commission, looking 
at the three non-claimant states and putting them together 
in such a way as to furnish a fair standard; and it is obvious 
that three other people equally competent might make a some- 
what different decision. A good deal does depend upon the 
competence of the members of the Commission to mke practical 
judgments. The thing is dressed up in arithmetical terms as 
much as possible, and that perhaps is politically useful. 

But it must be admitted that in a good many instances the 
actual decision as to how much allowance must be made for 
this or that depends, not on the strictly arithmetical com- 
putation, but on the broad judgment of the Commissioners as 


to what is a reasonable figure. 
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COMMISSIONER MACKAY: Is there serious criticism on 
the part of the states of the standards laid down by the Com- 
mission, or of the Commission's arithmetic, in arriving at 
grants, or are the Commission's decisions generally accepted? 

PROFESSOR GIBLIN: The people most interested are, 
of course, the people connected with the state governments -- 
the treasurers and a number of other people -- pleasant 
people -- who have been associated with the preparation of the 
case, They look through the reports carefully and criticize a 
number of points of detail, the actual calculations made, and 
they put up arguments to show that the calculations are wrong 
or unfair to the state which they represent. Those are mat-— 
ters that are always discussed personally with the Commission, 
and sometimes an adjustment is made on that account, and some- 
times it is not. I believe, however, that on the whole they 
are rather convinced that they have a fair hearing and that 
the Commission does try to render a fair judgment. Of course, 
they are not always satisfied, but they are prepared to 
accept that judgment. 

I do not believe that in any case there has been any 
sort of suggestion that they entirely repudiate this or that 
particular part of the calculation and absolutely protest , 
against it. They might say, "We disagree with your calcula- 
tion but we are prepared nevertheless to accept your judg- 
ment". 

COMMISSIONER DAFOE: Has there been any indication 
of a disposition on the part of the non-claimant states to 
object to the whole procedure? Has there been any growth 
in such a sentiment? 

PROFESSOR GIBLIN: I do not think so. Of course, 
there is a certain amount of objection all the time on the 
part of people who have not really thought about it, against 


any kind of grants to claimant states, by whatever method 
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given. On the whole, however, there is a widespread feeling 
that this method not being political is safer at any rate than 
any systematic method of giving grants, even though the grants 
are bigger. They see evidence that actually the Commission is 
moving under present conditions towards smaller grants. It 
has moved a certain way, and there is definite indication of 
further movement in the same direction. It is felt that if 
the thing had been left to chance, political pressure might 
have become intensified and the grants might have grown to 
all sorts of figures and assumed altogether undue propor- 
tions. Although it is recognized that these gramts are high, 
this method is regarded as safer, and there has been no 
criticism. There has been this suggestion, "Oh yes, that is 
all very well while the grants are going up. But what will 
happen when the grants are being reduced? Will the Commis- 
sion be strong enough to reduce them in accordance with its 
principles?" 

Well, that is really something that has yet to be 
proved. 

MR. SKELTON: In calculating severity of taxation, 
is there any complaint about the formula used? You said that 
Tasmania had always been under the impression that it was the 
most heavily-taxed state, and according to your formula it 
turned out to be below average. Did they not object? 

PROFESSOR GIBLIN: They really had not seriously 
considered the matter. That was obvious, As to the actual 
details of the taxable capacity and severity of taxation, 
that is open to a good deal of criticism. South Australia 
and to some extent Western Australia come back every year 
with further points which they make and which lead very 
often to some further consideration, some modification in 
detail. I do not believe they are having much difficulty in 


the final result, but you can go on almost indefinitely 
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finding more and more difficult points in mtters where the 
calculations are not quite convincing and where more elaborate 
ones are expected. 

MR. SKELTON: Have you complete information with re- 
gard to state incomes , so that taxation can be measured in 
relation to state incomes? 

PROFESSOR GIBLIN: No; that is the trouble. If we 
had a complete measure of state incomes we could, on the basis 
of the states, formulate a standard system, something that 
would serve as @ rough standard system of taxation, one which 
would not be definitely fixed but to which any graduation with- 
in certain limits would not make much difference. One could 
decide upon a system of taxation which would be a fair average 
Australian system and actually apply it to these incomes if 
one had the incomes definitely in income groups throughout 
the states. That would be the most satisfactory way of doing 
it, but we have not sufficiemt information about incomes. We 
ought to have it, but each state has a different system of 
income taxation and different ways of assessing income, so 
that their figures are not quite comparable. New South Wales 
has always refused to supply in any way any information in 
regard to their incomes, and that has been a great difficulty 
in getting information. So far as the federal government has 
been concerned, on the other hand, they have been very will- 
ing to give information, but their method of giving out in- 
formation has been rather slow, so that they could not furn- 
ish the real information required with regard to net income, 
That question has been under discussion for some years and 
they are approaching the stage where they will be able to 
give real information about income. Owing to the high 
exemption, however, it may not be satisfactory. 

THE ACTING CHAIRMAN: Are you speaking of the Com- 


monwealth? 
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PROFESSOR GIBLIN: Yes. It my not cover the whole 
ground. The extraordinary thing about income taxation is that 
up until a few years ago the general feeling was, "There is no 
use trying to tax very low incomes; you cannot get anything 
out of them. You must make a fair exemption or the cost of 
collection is too much." Under the pressure of the depression, 
however, the Australian states did a most remarkable thing -- 
and I suppose other people did too -- for even New South Wales 
under a Labour government imposed a tax of a shilling in the 
pound on all wages, irrespective of the amount, and collected 
ee 

COMMISSIONER DAFOE: Was there no minimum at all? 

PROFESSOR GIBLIN: No minimum atall. All the states, 
besides the ordinary income tax, had some kind of special tax 
which began without any exemption at all. I believe that 
some states did have an exemption of £50 a year, or a pound 
@ week, but some did not have even that, and stamps had to be 
paid for with all wages received. 

COMMISSIONER DAFOE: The tax was collected at the 
source? 

PROFESSOR GIBLIN: Yes. In the old days we said it 
was not worth trying to collect income tax because the adminis- 
tration would be too costly and no one would put up with it. 
But they did put up with it, even in New South Wales. It was 
Mr. Lang who put on this very rate of a shilling in the 
pound. 

COMMISSIONER DAFOE: Was that the reason that it was 
accepted? 

PROFESSOR GIBLIN: It was done in all states by 
different governments. Years before one would have dismissed 
it as not being practical politics. 

MR. SKELTON: In view of the various qualifications 


necessary, some because of lack of information, others because 
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of the necessity of mking more or less arbitrary adjustments 
for such things as utility and railway earnings, how accurate 
do you think your method of measuring the incidence of taxa- 
tion in the diffcrent states really is? Is it more or less 

a matter of compromise between the states, and the adoption 
of whatever may be considered satisfactory, or do yom feel 
that there is a scientific justification for it? 

PROFESSOR GIBLIN: I believe that the calculations, 
to the stage to which i 7 Have been brought, do indicate 
the figure, but with a fairly wide margin of error. For 
example, if you came to the conclusion that the state was 
entitled to six hundred thousand, one could not say that 
that certainly meant anything more than that it was between 
five hundred thousand and seven hundred thousand. To some 
extent errors have been established and corrected, which 
would amount to fairly big sums. But they never all work in 
the same direction if you hawe a number of these things. 
Taking various alternatives, you could conceivably have an 
error considerably larger than 5100,000 in £600,000 if all 
the mistakes ran the same way. However, my judgment is that 
it might run from five to seven hundred thousand. 

The Commission has never tied itself to an exact 
arithmetical figure, but said it would take this as a basis 
and make a judgment upon it. Actually, if it is of the 
opinion, upon its general review, that &560,000 is due a 
state, and it feels that that is not enough, it will raise 
it a bit. It will generally, I amafraid, act a little bit 
dishonestly. It will give the state the benefit of the 
doubt on several statistical points in order to bring the 
figure up to 5650,000. On the other hand, if it feels that 
another state which has come out at 4800,000 is rather high, 
that it is really not in such a bad way as that, and having 


looked the situation over fora number of months and seen 
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the details, it will probably find some way of working that 
5800,000 down by 5100,000. Though it is actually a matter of 
practical judgment, they will do it by giving the state the 
benefit of the doubt in a number of statistical things to 
cover up. 

MR. SKEZTON: Does any state never calculate with a 
view to giving itself the benefit of the doubt? How do you 
avoid argument on that? 

PROFESSOR GIBLIN: They do not see all these details. 

MR. SKELTON: And you do not have to give the details? 

PROFESSOR GIBLIN: We say that our judgment is that 
the limit should be higher or lower as the case may be. 

COMMISSIONER DAFOE: I do not think Australians are 
as combative as Canadians. 

COMMISSIONER ANGUS: Have you had any difficulty from 
the standpoint of municipal deficits, and do you take that 
into account in cosidering the position of the state? 

PROFESSOR GIBLIN: Municipal activities are very 
small, except in the case of public utilities, amd they are 
generally self-supporting; such things for instance as water 
and trams, 

COMMISSIONER ANGUS: Generally the municipalities 
have no large debts? 

PROFESSOR GIBLIN: No. 

COMML SSIONER DAFOE: The state looks after education? 

PROFESSOR GIBLIN: Yes. 

COMMISSIONER DAFOE: Is there any possibility of the 
need of these special grants disappearing in time? 

PROFESSOR GIBLIN: Not disappearing, but getting 
very much less. 

COMMISSIONER DAFOE: You are not inclined to think 
that they will disappear? 

PROFESSOR GIBLIN: The grants to Western and South 
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Australia depend upon low wheat prices -- very low wheat 
prices -- and I do not know that the prospects of wheat prices 
being permanently high again are very good. I am inclined to 
think that after more or less trouble they will have to be 
stabilized at something which will make wheat growing profit- 
able, 

We are fairly satisfied that a lot of wheat growing 
in these country states of Western and South Australia can 
stand up against general world conditions and if wheat prices 
come to be stabilized at a fairly reasonable average figure, 
I believe that half the disabilities and difficulties of 
those states will disappear and the need for grants will 
disappear proportionately. They may be reduced to half what 
they have been in the last two or three years. 

COMMISSIONER DAFOE: They will then be based largely 
upon the disabilities due to federal policies? 

PROFESSOR GIBLIN: Disability due to seasons. At 
least half their trouble is attributable to abnormally low 
prices. 

COMMISSIONER DAFOE: But supposing that were recti- 
fied, they would probably still advance a claim for considera- 
tion for conditions which might be interpreted as resulting 
from the operation of federal policies. 

PROFESSOR GIBLIN: Oh yes; but their position with 
respect to actual need would be very much better. Half of 
it will disappear, possibly more. The needs of Western 
Australia will go entirely, supposing their gold production 
continues to increase, as it looks like doing. 

COMMISSIONER DAFOE: Do you regard the Grants Com- 
mission as permanent, for the current gencration at any 
rate? 

PROFESSOR GIBLIN: Yes. It may not function under - 
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another body with a partly different personnel; but it will 
continue nevertheless. Of course, the new body may adopt new 
principles, but the work of the Grants Commission has now 
attained @ certain momentum. The fact that the government 
has four times absolutely carried out its recommendations to 
parliament, the fact that it has accepted those recommenda- 
tions with only isolated objections, and the fact that both 
parties feel that they are rid of a nasty question which 
they are able to put on to somebody else -- all this will 
tend, as long as they are moderately reasonable,to give greater and 
greater weight to the Commission's reports, with the result 


that they will become more and more automatic, 
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CONDITIONAL AND UNCONDITIONAL SUBSIDIES 
AND CONCURRENT LEGISLATION 


COMMISSIONER MACKAY: Professor Giblin, will you 
be good enough to give us the benefit of any general observations 
you have to make, on the basis of your past experience in Aus- 
tralia, with respect to the subsidy system in general? A current 
criticism in Canada is that it is fundamentally unsound for 
one government to raise money and for another government to 
spend it. What is your view of that criticism? 

PROFESSOR GIBLIN: That idea was advanced in some 
quarters at one time, and someone offered it as an excuse 
when the Commonwealth government desired to get rid of the 
Obligation of paying twenty-five shillings a head to the 
states. It was at a time when they were feeling quite ex- 
pansive and were looking rather admiringly at what was going 
on in the United States. 

They were inclined to follow the example set by America 
At that time the United States governments were undertaking 
all sorts of activities, by means of grants, with respect to 
matters that did not definitely concern them under their 
constitution. They were providing money for education, health, 
forestry, and a veriety of other things and thus securing a 
sort of influence over the states through the medium of sub- 
sidies. 

Something of the same tendency manifested itself in 
Australia; the federal people there were smitten with the 
same idea. Your late visitor, Sir Earle Page, was infected 
with it too. They went into federal grants for roads, and 
they were obviously moving in the same direction in several 
other respects. Their idea was that instead of making any 
formal corrections of the position of the states it would be 
@ rather nice thing for the fedcral government to play the 


part of a sort of fairy godmother and, by means of special 
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grants, to give compensation to suffering states. Consequently 
they wanted the greatest possible freedom in their finances 
and were therefore anxious to get rid of the per capita payments. 
Searching for a sound objective reason for it, someone invented 
the idea that it was a vicious principle for one government to 
raise money and another government to spend it, which I think 
is simply silly. I cannot see any justification whatever for it 
as a general principle. 

To be sure, it is dangerous for one government to 
raise all the money which another government spends; but as 
long as a substantial amount has to be raised by its direct 
action, through taxation, there cannot be any temptation to 
the state to be extravagant simply because a part of its 
money is raised from another source. Wherever there are sub- 
ordinate local governments, municipal governments, the world 
over, there is always a considerable proportion of a government's 
resources that comes from the central government, and I cannot 
see, in England, for example, that education suffers, or that 
the principle is vicious. 

In a federal government the case seems to be still 
greater. I believe the federal government has long since 
given up the idea. I regarded it at the time as an ingenious 
invention for getting out of per capita payments, which they 
wanted to get rid of on other grounds. 

MR. FOWLER: Do you think there might be objection to 
the principle if the amount of the contribution depended 
upon the spending unit's actions? Take the matter of unemploy~ 
ment relief, for example. If the scales of relief that were 
set by the junior units resulted in increasing the ultimate 
amount of the contribution from the senior unit, might not 


the contention have a valid application. 
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PROFESSOR GIBLIN: I do not think it is an argument 
against the principle that one government should provide 
another government with money. It is possible to discover 
ways whereby one government finds money for another which 
would be vicious and which would encourage all sorts of 
unhealthy conditions. The whole tenor of the Grants Commission's 
reports, the principle running through them, is to devise means 
of providing money for another government which would be free 
from the undesirable features suggested. Of course, in every 
direction there are possibilities of abuse and the object should 
be to avoid them. 

COMMISSIONER MACKAY: Do I gather, that it is your 
Opinion that grants~in-aid for particular services are un- 
desirable -- for roads and health and education for instance -- 
and that the general subsidy, leaving autonomy to the state 
government, is preferable. 

PROFESSOR GIBLIN: I think so. I think the state 
governments ought to be responsible and ought to be conscious 
of a real responsibility for the disposal of the revenues which 
they can raise, and in general it is perhaps not desirable to 
earmark them for special purposes. I do not know that that is 
an absolute objection. 

COMMISSIONER ANGUS: Would you modify that in cases 
where it is desirable to have some sort of uniform standard for 
the country, while at the same time it is also desirable to 
have local rather than central administration? 

PROFESSOR GIBLIN: Yes; I think it would clearly be 
reasonable then to provide the money for a specific purpose. 

It is rather difficult though to get real local administration 
without the financial responsibility for it. 

COMMISSIONER ANGUS: I was thinking of things like 
public health grants and the cost of some particular service on 


condition that it conformed to certain standards. 


t tent: -todeag Tod - sta caine HOD 


a. to. ob 4BN o%! “ptecatati 


| Nae Nr anite Scr 
oH Rae eet MG TB ow 3 ous dtteod in hier 08 = 
ote ale oi a ame — ybtedue ‘Ew¥anoy bs 


ar, ‘efistotorg Be 


eh 


pen cult ses tes +. 108 tov ‘ “taro node | 
puotoanoe ot od tits Snug oft tandipenn ‘bd oF os 3 
pale. eaneror pnt Yo Lsaoge hb. ent: so. ‘greeidenbgest ‘ 
og oddgntes’d cous. ‘sukanog. ak ee tawoney: ak ee 
ed sade ted: wont tor ob # shosornnd tetooge wor pad 3 
| | a : sok toetido ode lh | 
‘poeae wk- ted ysithow: yor. plueM : * SUOmA asnérzeTiatoo 
oi bisdngte mxotinw to. JOR | ‘omnes svad oF sidextaed at te 's 
ot oldextaeb onfe &! tt emit omae’ odd ts oLidw: equities 

| tno tate Letmbie foxtneo dest ‘seditin ‘teo0k ‘oved 
08 ‘Wieneso pfvow- Gt keke ‘Diver - wnat noeatvoit | Bh 
soeoguid ST ioage.6. sto" youtoat edt obtvoxg oi nade -etdatovaes im 


wottenteietiahe Laeol Jeet 08 ot dacrodt ‘Pivot tere eaten a 4 t 1 . 
2 aay 


"hs! y 


ee aes: watts renega on ‘potonuinlft one 
Te ee eruntats ‘to gui totic fd? -e8w I | 1 GUDIA siedren DMO * 
Te “eolytes aaieod t aag mine ‘to dao sil be. vtadng fsteed 0 


BA iee Ap)’ } 
wal at Pha) 


weousinade -ritedaeg o¢ bongstvos tt sist soit ae 
(a9 OH R fe, aie 


oe 


PROFESSOR GIBLIN: I cannot see any objection to that. 
I should think that undoubtedly, if there were a great diversity 
of standards, it would probably be necessary to work on those 
lines; but where there was not too great a diversity I should 
be inclined to favour leaving it to the state to try the ex- 
periment, to try out its own ideas as much as possible. You 
would not desire to standardize services too much, I should 
think, between states or provinces. If they are to be states 
or provinces they must have individual responsibility and ini- 
tiative in varying their administration. If the divergencies 
are too great it may be necessary to supply the money on the 
condition of a certain uniformity being adhered to, but that, 

I should think, would be in a case where the divergencies were 
rather extreme. If they were within moderate limits I should 
prefer to give the states a free hand. 

COMMISSIONER MACKAY: But in practice, and despite the 
findings of the Grants Commission, Australia is adopting grants- 
in-aid for certain services -- health insurance for instance. 

PROFESSOR GIBLIN: No, that is absolutely a matter of 
Commonwealth administration. 

COMMISSIONER MACKAY: Oh, that is definitely within 
the administration of the Commonwealth? 

PROFESSOR GIBLIN: Yes. 

COMMISSIONER MACKAY: Constitutionally, does it not 
fall under the state? 

PROFESSOR GIBLIN: No. As a matter of fact, both 
have powers in respect of health. 

COMMISSIONER MACKAY: There is concurrent juris- 
diction. 

PROFESSOR GIBLIN: Yes, I should say so, as soon 
as you have admitted old age and invalid pensions. Those 
have always been accepted as matters falling within the 


jurisdiction of the Commonwealth. 
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COMMISSIONER DAFOE: But the state governments 
look after the health of the citizens of the states, do 
they not? 

PROFESSOR GIBLIN: Yes. There are a great number 
of things on which either the state or the Commonwealth 
can work. 

COMMISSIONER DAFOE: There is concurrent legislation, 
so to speak. 

PROFESSOR GIBLIN: Yes; but where the Commonwealth 
does take it over the states drop it. Until the Commonwealth 
takes it over, however, the states carry it on. 

COMMISSIONER DAFOE: In Canada there are one or two 
fields in which there is concurrent legislation, and then we 
have divided jurisdiction. Have you considerable difficulty 
with respect to the incorporation of companies? We have endless 
trouble about the control of companies. 

PROFESSOR GIBLIN: The Commonwealth has power to 
deal with the mattsr, but so far it has not done so. It 
has been going to do it for a generation. The Commonwealth 
should have a general companics' law over-riding all state laws, 
and as soon as it has one the state laws will lapse. But it 
has never passed such a law. 

COMMISSIONER DAFOE: The constitution provides for 
concurrent power. 

PROFESSOR GIBLIN: Yes; that is one of the things 
on which the Commonwealth can legislate. There is, of course, 
nothing to prevent the states from legislating, except when the 
Commonwealth does pass an act the state logislation lapses. 
Divorce is another matter which is definitely under the Common- 
wealth. Under clause (32) of Section 51, it has the duty of 
legislating on marriage and divorce, but it has not done so, and 
in the meantime 211 the state laws differ. As soon as the 


Commonwealth produces a marriage law the state laws will lapse. 
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COMMISSIONER DAFOE: Insurance is a state matter, 
but the Commonwealth could step in and control insurance 
if it wished to do so. 

PROFESSOR GIBLIN: Yes, without taking away anything 
from the states there are only very few things where the 
Commonwealth is given exclusive right, such as customs, excise 
and monetary matters. In most matters the Commonwealth is 
given the power to legislate but it is not bound to do so, and 
until it does the state laws hold. When it does legislate, the 
Commonwealth law overrides the state law. 

COMMISSIONER MACKAY: As I understand it, 
some progress has been made in Australia in the last year or two 
in the matter of unemployment insurance and health insurance. 
How has that been handled? 

PROFESSOR GIBLIN: Health insurance is being handled 
by the Commonwealth, with the states taking part only nominally. 
It is running somewhat on the lines of the British system, 
availing itself of approved socicties for carrying out its 
purposes. The Commonwealth will anes the finances of it 
entirely. Old age pensions form a part of the general system 
and the finances will be a purely Commonwealth matter. The 
states will collaborate to a certain extent in so far as actual 
health problems are concerned, but it will be almost entirely 
a federal matter. It will add considerably to federal expendi- 
ture. The unemployment thing is not going ahead, the 
Commonwealth having taken the view that this is a matter in which 
the states must assume a large measure of responsibility. They 
had conferences with the states but no agreement could be reached. 
The states were unwilling to take much responsibility and the 
Commonwealth insisted that i5 was actually a state matter. The 
states had dealt with unemployment in the past, and the 
Commonwealth felt that it could not go ahead unless the states 
were prepared to play. At present there is a stalemete on the 
subject. It may go ahead again but at the moment the government's 


hands are full with other matters,and it is probably prepared to 
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wait a reas before taking up the unemployment question again. 

COMMISSIONER DAFOE: I believe a new measure was intro- 
duced recently dealing with health insurance. 

PROFESSOR GIBLIN: That measure is through both 
houses and is actually being administered at the present time. 

COMMISSIONER DAFOE: Does the old age pension form a 
part of it? 

PROFESSOR GIBLIN: It will work in as part of it; it 
will eventually be merged into it. This will be supplementary 
to old age pensions but after a certain number of years old 
age pensions will be provided out of the national fund. 

COMMISSTONER DAFOE: Are old age pensions contributory? 

PROFESSOR GIBLIN: No. 

COMMISSIONER DAFOE: Is it intendea to make them con- 
tributory? 

PROFESSOR GIBLIN: Yes, but only to a comparatively 
small extent. The Commonwealth will be relieved of the addition- 
al cost of old age pensions, because that is coming about with the 
altered age incidence of the country. But they will still 
have to carry pretty well what they pay at the present time. 

COMMISSIONER DAFOE: Has the federal government always 
paid old age pensions? 


PROFESSOR GIBLIN: Yes. 
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AUSTRALIAN EXCHANGE POLICY 


COMMISSIONER DAFOE: With reference to the Australian 
pound, when the depreciation took place was it the result of 
manipulation, so to speak, or did it result simply from 
aliowing market forces to register in terms of values of 
Australian and English pounds respectively? 

PROFESSOR GIBLIN: There was no deliberate attempt to 
do it. There was a good deal of advocacy of it, but at that 
time public opinion in Australia was not prepared to accept 
it. It was felt that it was cranky and academic and all that 
kind of thing, and it was pretty soon clear that it would not 
pay to try to put that over as.a practical policy. People | 
would be too much upset and would be distrustful of it. The 
actual facts forced it; that was really what happened. The 
relative demand for the two currencies had undergone a great 
change. Exchange was not available. English sterling 
exchange was not available and there were tremendous demands 
upon it from governments, importers and everyone else, and in 
the outside market they bid against it. 

The banks have always tried to modify the fluctuations, 
and that is reasonable; otherwise there would be enormous 
seasonal fluctuations. When there is great demand for English 
exchange they ration it to some extent. They tell their 
importers, "You want fifty thousand; you must cut that to 
forty thousand, because we are short on exchange. You must do 
the best you can." In that way they have exercised very con- 
siderable pressure to limit the amount. In the earlier days, 
by simply moving from 18° to 102 or 103, with this kind of 
persuasive pressure it was enough to keep it in place. They 
tried all they could in that way to keep it down in 1930. 

It had been up to 103 and 104 in earlier years and no one 
worried about it, but it got beyond that, to 105 and 108, and 
that was getting beyond any variation which it had shown 


before. Then the outside market kept bidding against it. 
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The Commonwealth Bank took a very rigid attitude 
against it, and in my opinion it was quite wrong; it hung 
on to sterling much too long. Most people, umiversity 
people at any rate, completely concurred in that thought, 
But there is something to be said on that side. Finally 
the Bank of New South Wales, the biggest trading bank, broke 
away. By agreement, the banks had fixed a rate and tried to 
hold it from time to time. They moved it to 108 and the 
Bank of New South Wales broke right away and in 1931 raised 
it to 115. Immediately the market went over that and in the 
course of two or three weeks there were repeated changes 
until it got to 130 and then the outside market stopped at 
that. 

COMMISSIONER DAFOE: It was a natural movement? 

PROFESSOR GIBLIN: The other banks had to come in and 
follow in a day or two. 

COMMISSIONER DAFOE: Representations have been made 
to us on several occasions developing a theory pretty much 
along these lines - that the government of Australia 
depreciated the pound, or was instrumental in depreciating 
the pound, while conversely the government of Canada held 
up the dollar, and that therefore there is ground for a 
claim for compensation. That view has been very forcefully 
presented to us in some quarters. The government of Australia 
was not apparently a factor im bringing about that situation? 

PROFESSOR GIBLIN: It was not a party to it, no. 
Actually at the time the government, I believe, certainly the 
Treasurer, would have liked them to have depreciated, but the 
Commonwealth Bank held itself quite free from any immediate 
influence from the Treasury. In fact, if the Treasurer had 
said anything it was likely to get its back up. 

COMMISSIONER DAFOE: That was in the Theodore regime. 

PROFESSOR GIBLIN: Yes; they were on bad relations 


with him. The Commonwealth Bank continued to throw their 
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influence against him. It was not supposed to be their 
particular job to fix the exchange rate. It was fixed by all 
the banks in conference, but so far as their influence went, 
they undoubtedly tried to hold on to sterling, and the actual 
change was brought about by pressure of events supplemented 
by the Bank of New South Wales. Neither directly nor in- 
directly, howewer, had the government anything to do with it. 

COMMISSIONER ANGUS: Did it not eventually cease to be 
a market rate and become a fixed rate? 

PROFESSOR GIBLIN: It has never been a market rate 
except in the long term sense. The Commonwealth Bank now 
tries to estimate at what rate, in the long term, having 
regard to the prospects of imports and exports for the next 
year or so, the balance can be maintained. They made a shot 
at 125 when they first took it into account - 125 Australian 
to 100 sterling - and that has fairly justified itself. 

There was strong advantage in keeping a fixed rate, and the 
object then was to make & shot at a rate which, over the next 
few years, would balance things. One cannot say that it was 
due to particularly good judgment; there was an element of 
duck im it, of course, Ths rate of 125 has, however, fairly 
well justified itself. Many of us thought at the time that 
130 would have been better, and I still think so. It would 
have eased the position a little bit, but actually, at 125, 
we are able more or less to keep.%he balance. We have gone 
behind om balance of payments at some times, and at others 
we have gone in advance and built up reserves, but we are 
just about keeping an even keel without any strong tendency 
ene way or the other. So that, as I say, 125 has been a 
fairly good shot at what the rate ought to have been, if you 
are going to keep it steady. 

Obviously, in the ordinary course of events in any 
primary producing country, there is a season when exports are 


moving rapidly and there is any amount of overseas exchanges 
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available, and there are other times when imports are greater 
and the movement is the other way. It is the business of 
banking policy to even out the two, because you do not want 

the rate to jump up at one time of the year and to fall at 
another. We have always had good and bad seasons, and any 

bad season upsets the balance of payments. The idea, therefore, 
is to have sufficient reserves to carry over bad seasons 
without having to alter the rate of exchange. 

Under the conditions of a primary producing country 
there is a great deal to be said for, and there are great 
advantages in having, as stable a rate as possible, and that 
has been admitted to be the aim in Australia, to try to keep a 
steady, long term rate. When something drastic happens, like 
a depression, which brings about a quite different relationship 
im prices - prices of raw materials and prices of finished 
goods and so on - it upsets the whole economy of the country, 
so much so that one is warranted in considering a new rate. 
Under such circumstances you have to fix a new rate, end the 
new rate, we feel, ought to stand and we ought to adjust 
ourselves to it until some very disturbing feature presents 


itself. 
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INTER-GOVERNMENT CO-OPERATION 


COMMISSIONER DAFOE: Could you tell us in rather 
greater detail the extent of the co-operation between the 
states and the federal government by means of the Premiers! 
Conferences and other meetings of the same nature. 
PROFESSOR GIBLIN: Yes; perhaps I might say something 
on that question. 
COMMISSIONER DAFOE: Certain suggestions have been made 
to us which we have been considering. One is from the premier 
of Nova Scotia, that there should be a statutory meeting of 
representatives of the provincial governments and the Dominion 
once a year, and New Brunswick wants to have a sort of con- 
tinuous contact between the federal government and the 
provincial governments. Our various studies show that in 
Australia this process of co-operation is well advanced. 
PROFESSOR GIBLIN: We feel strongly on the point. 
We are quite convinced that federation will work only if there 
is a measure of understanding between the federal and the 
state governments. If they stick too closely to the literal 
letter of the law the position will always be rather difficult. 

You must have a measure of co-operation, and we do not 
think thet there is all the co-operation that there should be. 
We did get co-operation in conmmection with the Premiers' Plan, 
but that was under very great stress; there was great urgency 
in that case. 

We do have very frequent meetings but the trouble is 
that these meetings are generally occasioned by some particularly 
burning question - for example, the amount of loan money which 
the different states will get. The premiers and the treasurers 
come along full of that subject, and having settled that 
question they soon show an anxiety to get back home, Though 
there may be on the agenda a dozen other items that really call 
for consideration they do not receive much attention. They do 


not get the consideration they deserve. 
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There are always a number of things in which co- 
operation and a measure of pds etend ine between the 
governments are necessary. There are many things that ought 
to be discussed rather fully, but as a matter of fact they 
are not. 

The suggestion has been made again and again, and 
one attempt was made to carry it out, to have a permanent 
secretariat for such meetings, an office which would keep going 
continuously and would prepare information on these points, 
circulating that information in advance, so that there rould 
be some chance of the thing being intelligently discussed. 

And there is also a feeling that some pressure should be 
brought to bear to keep the premiers together for a sufficient 
length of time to afford proper opportunity for discussion. 

As it is, they simply settle the one question that is worrying 
them and give only perfunctory attention to others that are 

of some importance. The press is, however, down on secretariats 
and things of that kind and the governments have been a little 
shy of instituting anything of the sort. It is fairly certain, 
however, that a good deal of material needs to be digested 

and circulated in advance of the premiers’ meeting; but the 
agenda is turuss before them and they have to deal with it 
without having previously given it very much study. 

COMMISSIONER DAFOE: Who takes the initiative in 
calling these meetings? 

PROFESSOR GIBLIN: The federal government, in general, 
but as a matter of fact it is no one's job in particular. 
Where it is a matter affecting the loan council, that is 
definitely the federal treasurer's job, and there is more done 
in that case. But the meeting very often turns from the loan 
council to something else; it resolves itself into a meeting 
of premiers, possibly with the same personnel, except for one 
or two changes. Mr. A will be a representative and Mr. B who 
has been sitting alongside him will cease to be one, but 


they both remain there. 
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COMMISSIONER DAFOE: They meet in different places, 
do they not? 

PROFESSOR GIBLIN: No, in the same room. 

COMMISSIONER DAFOE: I mean, in different centres. 

PROFESSOR GIBLIN: Oh yes, they go from place to place. 

COMMISSIONER DAFOE: One year they will meet in 
Adelaide and the next year in Melbourne, 

PROFESSOR GIBLIN: Yes. Mostly they meet’ in Melbourne, 
and sometimes in Canberra and sometimes in Sydney. Melbourne 
is on the whole the most convenient meetimg place, however, 

MR. EGGLESTON: How many days does it take for a 
representative from Western Australia to reach the capital? 

PROFESSOR GIBLIN: By rail it takes nearly four days, 
and that is one of the troubles. New, however, they can come 
more quickly. They can fly, but they have not regularly 
adopted the technique of flying. They will soon and that will 
help things, The Western Australian, however, feels that he 
cannot afford it. It means losing three weeks to come and 
have a discussion and he canmot afford to do that. I believe 
the tendency is towards more and more agreement, and that will 
be very important #21 helping to make federation work. 

COMMISSIONER DAFOE: What is the nature of the 
proposed Interstate Commission? What will be its scope and 
purpose? 

PROFESS? R GIBLIN: No one knows exactly. They have 
not exactly told us, but the one definite job it will take on 
is the matter of Commonwealth grants. The idea was that it 
should take that on so that the personnel would be to some 
extent continuous. But there are several things to be 
considered. Originally the idea was rather that it should 
safeguard inter-state trade where it was being encroached 
upon by state action or by railway rates. 

COMMISSIONER DAFOE: Is there much of that sort of 


thing going on? 
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PROFESSOR GIBLIN: Yes; one state tries to keep out 
another state's goods. 

COMMISSIONER DAFOE: By what means? 

PROFESSOR GIBLIN: By means of health inspection - 
the discovering of disease, and so on. That has been done, 
but it has been disallowed, 

COMMISSIONER DAFOE: By eine courts? 

PROFESSOR GIBLIN: Yes. 

COMMISSIONER DAFOE; The Commonwealth has no power 
of disallowance? 


PROFESSOR GIBLIN: No. 
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THE LOAN COUNCIL AND THE COMMONWEALTH GRANTS COMMISSION 


PROFESSOR GIBLIN: The loan council we regard 
Simply as one of the means of getting coordination between the 
respective governments. It leads up to that. Actually, the 
loan council has very little power. Its chief power is to 
coordinate borrowing between states and Commonwealth and to 
arrange that the loan shall go out as a whole with the best 
prospect of success, and also to prevent one state getting 
ahead of another by absorbing all the money on the market and 
leaving the other at a loss. That was the original impulse 
behind it. 

COMMISSIONER MACKAY: Has there been in fact much 
competition between states for loans? Was there much com- 
petition of that sort between the states prior to the 
establishment of the loan council? 

PROFESSOR GIBLIN: There was a good deal. In the 
20's it had been getting worse, While there was plenty of 
money available it did not matter so much, but as soon as 
supplies showed signs of getting short there was a good deal 
of scheming on the part of one government to get on the market 
first and obtain its loan before it was really wanted, and 
things of that kind, There was a real problem to be faced, 
and that was the impetus behind the loan council. 

Obviously, if there were too many demands for loans, 
so that one was trying to get ahead of the other, that 
suggested the idea of some limit to the total borrowing of the 
states. The first requirement was to have every state 
indicate what it needed. You added them together and if they 
were of Sanh an amount as you reckoned the market would supply, 
you would go ahead and borrow. Almost immediately, however, 
within a year or two, the amounts that the states required 
were more than there was any possibility of the market supply- 
ing. Then thc London market dried up entirely, and after an 


interval in which nothing of that kind was done on the market, 
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the thing resolved itself into cstimating the amount which 
could be raised on the Australian market for state and Common- 
wealth requirements, 

The provision is that the loan council by a 
majority shall decide what is the maximum that can be raised, 
and then that has to be distributed among the states. 

COMMISSIONER MACKAY: Do you mean the maximum that 
can be raised, or that ought to be raised in view of the needs 
of the states? 

PROFESSOR GIBLIN: Each state indicates what its needs 
are, The loan council takes no cognizance of that. One 
state says it wants 45,000,000, and that is accepted; it is not 
examined in any way, nor is any question asked as to the way 
in which the money is to he spent. It simply says it wants 
23,000,000. The next state says it wants so much, and so on, 
and these make a total of, let us say, &20,000,000. The 
question is: Can £20,000,000 be raised in the year on the 
Australian market? Nominally the loan council is supposed to 
make up its own mind on that and to decide whether the 
%20,000,000 can be raised or not. In effect they do not like 
risking a loan unless it is underwritten, but the only body 
in a position to underwrite is the Commonwealth Bank. So they 
go to the Commonwealth Bank and ask whether they will under- 
write %£20,000,000. If the Commonwealth Bank says it will 
not underwrite the £20,000,000, it is perfectly open to the 
states to go ahead and float 420,000,000, asking the Common- 
wealth Bank to manipulate the machinery, which, of course, it 
will do, and they take their chance on the market. They have 
only once attempted that, and it was quite successful. It 
was at a time when money was very plentiful and there was not 
much danger of its failing. 

In general it has not been secured in that way, and 
it is rather coming to a question of how much they can persuade 


the Commonwealth Bank to underwrite, In this hypothetical case 
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they say they want £20,000,000. The Commonwealth Bank sizes 
up the market as best it can. It is obvious that if you are 
prepared to pay a sufficiently high rate of interest you may 
get any amount. It is always taken as assumed that the rate 
of interest must be very closely related to the last rate of 
interest paid. Supposing money was got at 33.15s at the last 
loan; you do not expect to vary more than a very few shillings 
from that in your rate of interest for the next loan. It 

is not a question of raising it from three and three-quarters 
up to five or six in order to get the money; it is assumed 
that the rate of interest which the Commonwealth Bank will 
underwrite is closely related to the current effective rates 
on government bonds, 

Well, the Commonwealth Bank sizes up the money 
market as far as it can and decides that it will not provide 
20,000,000 but only, say, £16,000,000 at that rate, and if 
you ask for more you will not get it. It is prepared as a rule 
to put a certain amount of money in, itself, to make up the 
deficiency, but not by a straight expansion of central bank 
credit in general to make up any substantial part of the 
%£20,000,000 required. It gives the government its answer along 
that line -- or rather the loan council. 

Generally there is great pressure to get rather 
more money. Each state, perhaps more for political reasons 
than for economic needs, wants as much loan money as possible, 
and there is a certain amount of discussion between the Bank 
and the loan council as to whether the Bank will not make a 
greater effort and stretch their judgment a little bit for an 
extra million or half a million. On that account there arose 
a good deal of bad feeling. The papers got hold of it, and of 
course they were lying in wait for something of the kind. At 
any rate they made the most of any difference of opinion that 
there was. Certain of the state premiers were not very 


responsible in the matter. Thev said, "We ere under the 
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domination of the Commonwealth Bank. What sort of country 
is this when we set up a Commonwealth Bank that will 
tyrannize over us?" 

A couple of years ago that state of feeling got 
rather bad, The papers wanted to stage a dog fight, as they 
very often do, and they made the worst of it from both sides, 
Some rather heated and intemperate statements were made by 
some of the state premiers. That feeling, however, has pretty 
well subsided in the last couple of years and there is now a 
more general tendency to recognize that the Commonwealth Bank 
is making the best estimate it can of the market and of how 
much money is available for borrowing for public purposes, It 
is also recognized that the Commonwealth Bank is itself making 
a moderate contribution towards the amounts required. 

MR. EGGLESTON: Has there been any provision at any 
time for the federal government to guarantee state bonds if 
permitted to exercise some control over budgets? 

PROFESSOR GIBLIN: There has been no question of 
controlling the budgets of the states. The nature of the 
control is this. The loan council controls the maximum amount 
borrowed, and that amount is borrowed by the Commonwealth on 
behalf of the states, whatever the amount is, and the states 
are under obligation not to go into the open market for any 
other loan. | 

MR. EGGLESTON: It prevents them from doing any 
borrowing on their own. z 

PROFESSOR GIBLIN: It prevents their doing any 
borrowing on their own, cxcept that they are allowed to make 
arrangements to raise moncy in their own state from insurance 
companies, and so on. Whatever they do in that way counts 
as part of their loan programme. That is to say, if a state 
wants three millions altogether and a million is got by | 
"domestic raisings", it only comes to the loan council for 
two million. 


That was one side of the matter. The loan council 
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Simply prescribes the maximum amount that can be borrowed. 

It is perfectly free to go ahead on that and borrow it. These 
controversies with the Commonwealth Bank are entirely an 
accidental side issue; they have nothing to do with the con- 
stitution of the loan council. The loan council has full 
power to decide how much can be borrowed, and then borrows it, 
It is just that they do not want to do it without having the 
loan underwritten and they ask the Commonwealth Bank to under- 
write it. In the course of things there have been at times 
these controversies between the Bank and the loan council as 
to how much can be raised, 

COMMISSIONER DAFOE: When you refer to "domestic 
raisings" does that mean that they are limited to their own 
state? 

PROFESSOR GIBLIN: Yes; and in that they are limited 
to their own state they never amount to very much -- only a 
very small fraction of their requirements, 

COMMISSIONER ANGUS: Is the limitation which the loan 
council decides upon based entirely on what the market will 
absorb, or does it take account of what it thinks it expedient 
that the state should borrow? 

PROFESSOR GIBLIN: The loan council is composed of six 
state representatives and the federal representative. In 
general the states badly want to borrow money; they want as 
much as they can get. I do not say, at all times, but over the 
last half dozen years when money has been very difficult to come 
by. So that their outlook naturally is this: How much money 
can we possibly raise without increasing rates of interest? 

I do not think there has been any question from the 
states' point of view of the amount being excessive. It may 
be a possible question at other times, but under the conditions 
of the last half-dozen years there has been perhaps no possi- 
bility of any very lavish borrowing. On the other hand, the 


Commonwealth, which has been in a very affluent position in the 
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last two or three years -- their revenue has been very much 
more than they wanted -- has not required money to the same 
extent. They have not attempted much in the way of public 
works, having been able to do almost what they wanted out of 
revenue, and consequently they have not been under the same 
pressure to get money. They, therefore, felt in the last two 
years that it would be better that government borrowings should 
be less. They accepted the principle that in the depression 
government borrowing was héipful towards recovery; but a year 
or eighteen months ago it became evident that we could not talk 
about depression any longer; we were moving rather towards boom 
conditions. In these circumstances, in accordaree with the 
accepted theory that government borrowings should be more or 
less reduced to a minimum in order that they might be increased 
under conditions of depression, it was contended that the time 
of comparative prosperity was a time of reducing your debt as 
much as possible and establishing your finances on the strongest 
possible basis, building up internal revenues and pursuing all 
methods of that kind -- keeping taxation high, and, generally, 
putting yourself in as strong and favourable a position as 
possible to meet depression when it came. 

Well, there was a little difference of opinion 
about that. Some people said, "We have really not recovered; 
we have still a lot of unemployment and we are only just 
beginning to recover. It is much too soon to talk about 
cutting down loan expenditure." So that there was some 
difference of opinion about it. But the federal government 
did undoubtedly adopt the view that we had got fairly well 
up in the upswing and that it was time to restrict government 
borrowing so as to be in a position to expand when times of 
depression came. They therefore exercised some influence 
towards keeping down the total amount of borrowing. 

The matter is decided by a majority view, and the 
only questions that really arose were of this sort: Perhaps, 


instead of twenty millions they wanted twenty-two millions, 
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The Commonwealth Bank said they thought that twenty millions 
could be raised, and the question was, should they insist on 
having twenty-two millions which the Commonwealth Bank said 
that they were not prepared to underwrite. Only differences 
of that kind came into account, 

Suppose you have one state that wants to spend very 
freely and to do it on a scale very much bigger than you find 
in other states, and there is a general feeling that it is too 
inflationary, that it is unnecessary inflation. Suppose there 
is a general feeling of that kind. The loan council cannot 
exercise any influence on this particular state or on what it 
gets; it can only influence the total amount that can be 
borrowed. Now, when you get your total amount you have to 
divide it among the states, and there is provision in the 
financial agreement that if there is not a unanimous agreement 
about the matter among the states, the proportion going to each 
state shall be determined automatically by its proportion over 
the last five years. 

Suppose New South Wales, the largest state, wanted 
to expand very greatly, to borrow quite lavishly compared 
with the other states. It is entitled, let us say, on the 
basis of its borrowings, which have been heavy in the lest 
five years, to forty per cent of the total. You can reduce 
New South Wales only by reducing everybody else's share at the 
same time. The loan council, that is to say, has no power to 
alter the proportions of different states. Supposing the amount 
required by New South Wales is too large. You can reduce it 
only by reducing your own proportion at the same time. So that 
it is not possible to interfere to any considerable extent with 
the finances of any oie state, 

MR. SKELTON: How does that work in practice? Have 
there not been a number of complaints from a state like 
Victoria, say, which claims to be quite conservative in its 


borrowing, having set its requirements at the lowest figure 
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necessary, while Some other state has asked for an excessive 
amount, that its own requisition has to be reduced in order to 
make possible the reduction of the amount asked for by the other? 
In practice, have you had to apply the previous year's quota, or 
has some compromise been possible? 

PROFESSOR GIBLIN: Always, in fact, some compromise 
has been reached, but it is only because there is the automatic 
arrangement behind it. Actually, Victoria was in that position 
of being a very moderate borrower. As long as it continued to 
be a moderate borrower it was all right and wanted only a small 
proportion of the total and got it. But two years ago it 
changed its policy and decided to borrow a great deal more, and 
it found itself unable to do so. It could not get a pro- 
portion of the loan based upon its population proportion, which 
it felt was reasonable. It had to take a smaller share. It 
was strictly entitled only to a smaller share on the basis of 
previous borrowings. In that case some compromise was made. 

Generally, there is a good deal of give and take, and 
an intermediate figure was agreed upon, which was rather more 
than Victoria was strictly entitled to under the automatic rule, 
though it was not as much as the state required. 

Adjustments of that kind have generally fairly solved 
the problem. It did not in the case of Victoria, because that 
was the case of a sudden jump. & state which had been getting 
from year to year only £2,000,000 suddenly wanted £8,000,000, 
and obviously a little give and take on the part of the other 
states could not go very far towards bridging the gap between 
$2,000,000 and £8,000,000. 

QUESTION: Could Victoria have put down a very much 
larger sum in the hope that the reduction would not go below 
the figure it actually required? 

PROFESSOR GIBLIN: No. It would not make any difference 
what it would put down if the amount had to be reduced. It 


would only make this difference, that in talking it over 
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Victoria would go into details and say, "We want this money 
badly. We really do need it for this, and this, and this, which 
are all very good objects. You ought, therefore, to go some way 
towards meeting us." But what the state wants and why it wants 
it does not cut any ice -- well, it does cut a bit of ice in the 
Compromise. Suppose Victoria said, “We want eight millions for 
this and that", and "this and that" seemed to be wild cat schemes 
that had not general public approval. In that case, other states 
would not go very far in meeting its demand for a larger loan, 
If, however, the request were a reasonable one, if it were some- 
thing that all the others might be doing themselves, they would 
make a serious effort to reach a compromise and give Victoria sub- 
stantially more than she was entitled to under the purely 
automatic agreement. 

In this case the feeling was very bad and there was 
talk of scrapping the loan council, or amending its constitution 
or something of the sort. This difficulty about making the 
amount of the loan allocated to the states depend upon past 
expenditure was a weakness in the institution from the beginning. 
That was recognized by everyone concerned in the making of the 
financial agreement. 

The financial agreement was a difficult thing to get 
through, and at the time New South Wales was very much inclined 
not to play with the rest of the states. It was sticking out 
at all points. Mr. Lang was inclined to fall out with the other 
states on general principle, and its actual technical treasury 
was not inclined to work with the other people. They made it 
difficult at every point, and a number of compromises had to be 
arranged in order to get any agreement through. They were in that 
strong position, having been very lavish borrowers in the past,and 
they said their economy, or their policy, demanded a greater loan 
expenditure than Victoria's did. They were therefore unwilling 
to give up that position and could only be brought in by means 
of the automatic rule whereby, if an agreement could not be come 


to otherwise, the amount should be made to depend upon the 
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borrowings for the last five years, 

It is difficult to say how that can be amended until 
all the states which are borrowing a great deal really change 
their policy and say, "We do not want to borrow in the future", 
Then they might agree to give up the right. 

COMMISSIONER DAFOE: Does the Commonwealth Bank do 
its financing in London? 

PROFESSOR GIBLIN: This is all Australian. 

COMMISSIONER DAFOE: The borrowing is all in Australia? 

PROFESSOR GIBLIN: Yes, except that there has been one 
loan recently raised in London. That is the first one since 1929, 
the first long term loan, and that was for rather special pur- 
poses, to meet special conditions. It was only for $8,000,000, 

& 3,000,000 of which was for defence purposes, defence equipment, 
and the object in floating it in London was largely to relieve 

the exchange pressure. Pressure was threatening on London funds-- 
there is a certain amount of pressure, although not very high, at 
the present time -- and it was obviously relieving them a bit if 
23,000,000 instead of going to ordinary trade account, could be 
raised on capital account in London. And, as England was borrow- 
ing heavily herself for defence expenditure, it was a fairly easy 
loan to put through. The other five millions was required to 
fund some of the short term treasury bills in London, which were 
an obligation that came in 1930 when Australia had very great 
difficulty in meeting commitments in London. It raised the money 
on short term, which ultimately had to be taken over by the 
Commonwealth Bank. So that the Commonwealth Bank has in London 
today £30,000,000 of short term debt of the Commonwealth govern- 
ment, which is a dead asset. It cannot be used in any way. Ttiis 
nominally money due in London, but it is due from the Commonwealth 
government and so is not available as London funds. 

For a long time we had in view the possibility of 


funding that in London. The effect of funding it in 
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London is not to add to money in Australia in the ordin- 
ary way that exports would, but simply to add to the 
balances of the Commonwealth Bank in London, It does not 
go into the general banking situation, 

A loan raised in London for public works goes 
into deposits of the Australian trading banks and is a basis 
for credit. But this funding of Commonwealth treasury bills 
would simply stay with the Commonwealth Bank, forming a 
basis of £5,000,000 in London against droughts and other 
catastrophes. 

There was therefore a very strong case for London 
as a financial institution to provide the money because it 
was really insuring its own bonds with Australia and providing 
insurance against drought and low prices, 

COMMISSIONER DAFOE: Has the volume of treasury 
bills that piled up during the depression been lessened by 
flotations at home? . 

PROFESSOR GIBLIN: Only this &5,000,000 issue. 
That is the first step. We have been trying to push it for 
two or three years and this is the first opportunity when 
everything was favourable for putting it over; and I expect 
there will be future ones of the same kind. In Australia 
there has been practically no serious attempt to reduce 
the floating debt. 

MR. FOWLER: Have you found that the states have 
been able to find credit in a way that would not have been 
possible if there had been no loan council? 

PROFESSOR GIBLIN: Of course, you can never 
actually prove that because they have not been able to try. 
At the time when the loan council was formed some of the 
states, particularly New South Wales, were very sniffy about 
EG They said, "We can probably borrow more cheaply 


than the Commonwealth can", And so we find in the Financial 
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Agreement a queer clause by which any state may be 
allowed by the loan council to borrow on its own, to 
issue its own securities externally, as long as the 

loan council approves of the terms and conditions of the 
loan. New South Wales was very sure of its position. 
They felt that they could do things better than the Com- 
monwealth. They never actually tried, however; they 
never asked to be allowed to do it. It became very evi- 
dent three or four years ago, when New South Wales bonds 
were marked down very low compared to those of any other 
state, that if it had attempted to borrow on its own it 
would not have got anything at all. It would have had to 
pey.a high rate indeed, 

Up to 1930 they were not sure that the credit 
of the Commonwealth was appreciably better than that of the 
States, but everyone is quite sure now that it is, that it 
would be. very difficult for most of the states to get money 
on anything like such terms in Australia, and equally so 
in England, if it were a question of borrowing in England. 

MR. SKELTON: How do over-the-counter "local 
raisings" work? What kind of security is issued? 

PROFESSOR GIBLIN: It is Commonwealth security. 
It goes on slightly all the time. 

MR. SKELTON: Sold in post offices and in small 
institutions? 

PROFESSOR GIBLIN: It is sold at the treasury 
itself. I do not know really who gets it. To some extent 
the insurance companies and such people make use of it. 

MR. SKELTON: It seems a curious provision. Why 
was it inserted? 

PROFESSOR GIBLIN: It was one means of picking 
up a little money, and they were glad to pick it up wherever 


it came. People from day to day wanted to put money into 
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government securities and they preferred to go straight 
to the treasurer rather than on the market, and so save 
commission. 

MR. SKELTON: It means in effect that the state 
treasury is allowed to sell Commonwealth securities to the 
extent that it can find a market for them? 

PROFESSOR GIBLIN: Yes, but all that has to be 
taken into account in the allocation of money by the loan 
council. It does not get ahead to that extent. this 
deducted from its actual requirements. 

MR. SKELTON: Is it given a certain amount of 
securities which it can sell in that way? 

PROFESSOR GIBLIN: Yes, and they form part of 
the allocation by the loan council. Suppose they raise 
$100,000 out of £1,000,000 by domestic raisings; then 
%900,000 comes from the loan council. 

MR. SKELTON: It is a convenient method of 
distribution? 

PROFESSOR GIBLIN: Yes. 

MR. EGGLESTON: They obtain that part of the money 
earlier than they would if they waited on the loan council? 

PROFESSOR GIBLIN: Yes. 

COMMISSIONER MACKAY: What provision is there for 
the state paying their proportion? Suppose they default in 
respect of interest or principle; how is the Commonwealth 
protected? They apparently guarantee. 

COMMISSIONER DAFOE: The securities are Common- 
wealth securitics and the Commonwealth is responsible. 

PROFESSOR GIBLIN: The states are committed to 
paying the balance of what is due to the Commonwealth. The 
Commonwealth itself makes payments of some &7,000,000 to 
the states, and instead of paying to the state it pays the 
interest. Then there is a balance due from the states on 


the amount which is not covered by that £7,000,000. 
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COMMISSIONER MACKAY: It has power to keep back the 
subsidy? 

PROFESSOR GIBLIN: Yes. 

COMMISSONER MACKAY: Enough of the subsidy to pay the 
interest? 

PROFESSOR GIBLIN: Yes. The seven millions is not suf- 
ficient to pay all the interest on the state debt. The in- 
terest bill is considerably greater than the seven millions 
which the Commonwealth paid, Well, the states are in the most 
formal way committed to paying the Commonwealth the balance. 
The only instance in which any question has come up has been 
in the case of New South Wales. New South Wales did not say 
it was unable to pay; it refused to pay. As a matter of 
principle it was going to reduce interest on all bonds 
arbitrarily and the Commonwealth government immediately de- 
clared that it would pay the bonds in full, that it was morally 
if not legally bound to do so, that it would do so, and that 
it, would collect the money from New South Wales. 

There is a story given briefly in the attached study. 
It is a long story and I have not the full details in my mind. 
But the Commonwealth took serious measures to attach the re- 
venues of New South Wales for payment of interest. It got out 
all kinds of orders instructing people who owed money to the 
government of New South Wales to pay it to the Commonwealth. 
It directed the banks to pay over balances and things of that 
kind, and Mr. Lang fought the issue. He got the balances out 
of the banks before the Commonwealth could get them and was 
putting up a considerable fight; but undoubtedly the feeling 
of the state was not behind him. He was rather going against 
the majority feeling. It did not ultimately come to the 
point of the Commonwealth collecting pound by pound the money 


required. What would have happened if it had gone on is a 
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matter of speculation. Mr. Lang, in the course of the 
campaign, proposed certain things which the Governor decided 
were unconstitutional and he was dismissed from office. There 
was an election and a new government came in with a majority, 
which made good the amount due to the Commonwealth government. 
But what might have happened remains doubtful. If under 

these conditions a state definitely decided that it would de- 
fault, that it would not pay interest, either that it would 
not pay it at all or only a proportion of it, only up to three 
per cent, say, and if that state were resolved to carry out its 
decision, it is not easy to say what would happen. It would 
probably not come to a question of civil war, but certainly the 
business of the state would be extraordinarily upset and dis- 
rupted, But whether actually the mcnee could be collected 
until the state gave in, I do not know. Probably the state 
would have a very bad time. The Commonwealth would not get its 
money for a long time, but the state would no doubt get tired 
first and agrec to pay. 

MR. SKELTON: You say that there was a moral, if not a legal, 
responsibility on the Commonwealth to continue servicing the 
bonds -- or at any rate that the Commonwealth took that view. 
Personally, I did not suppose that there was any doubt about 
there being also a legal responsibility. Are they not Common- 
wealth bonds regardless of whether the Commonwealth collects 
from the state or not? 

COMMISSIONER DAFOE: Not those bonds; that is the old state 
debt. 

THE ACTING CHAIRMAN: That was before the conversion; on 
the conversion the new securities were Commonwealth securities. 
As I understand it, at the present time practically the entire 
state debt consists of Commonwealth securities, so that there 


would be a legal obligation to pay. 
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PROFESSOR GIBLIN: There is a legal obligation to pay, 
but this was the point: the legal obligation was to the state, 
The state could demand that the Commonwealth should pay, but 
the legal position was not perfectly clear so far as the bond-~ 
holder was concerned. 

COMMISSIONER DAFOE: With respect to those bonds in 
question? 

PROFESSOR GIBLIN: Yes. There was a legal technicality 
and so the Commonwealth said that irrespective of techni- 
calitics they accepted full responsibility for payment of the 
bonds. 

THE ACTING CHAIRMAN: Actually, are the bonds the bonds of 
the Commonwealth under the new regime? 

PROFESSOR GIBLIN: They are now actually the bonds of the 
Commonwealth, 

THE ACTING CHATRMAN: And so the Commonwealth is legally 
responsiblic. 

PROFESSOR GIBLIN: t bez your pardon; I am a little out. 
It was the Australian dcbt that was converted, and all became 
Commonwealth bonds; but the overseas bonds were not. The 
borrowings in London by the states are still in the name of the 
states. | 

THE ACTING CHAIRMAN: Not Commonwealth bonds? 

PROFESSOR GIBLIN: No. Only as they are converted do they 
become Commonwealth bonds. There is a great deal that has not 
been converted, and there would be still a large quantity of 
state bonds outstanding. 

THE ACTING CHAIRMAN: The old debt, 

PROFESSOR GIBLIN: Yes, for which the Commonwealth is 
responsible; but it is responsible only at the suit of the 
state and not at the suit of the bondholder. 

There are one or two other things about the Commonwealth 
Grants Commission that perhaps I may discuss very briefly. 


They are not of the first importanee but they are of some in- 
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terest, I famcy. You were asking me about how the states 
were taking the recommendations of the Grants Commission, and 
I said that the people who look in detail at these recommen-~ 
dations were comparatively few. That is so, for you do not 
expect these reports to be best sellers in the community. 

What is noticeable is the agreeable feeling on the part 
of the people who put up the case for the state with the 
Grants Commission. The treasuries of the different states, 
all the various people that appear before the commission, busi- 
ness people and so on who take part in the presentation of the 
case, and thoserepresenting the Commonwealth have, over the 
last three or four years, got into good working harmony with 
the Grants Commission. There is no hostility at all between 
them. 

Some of the states began by asking for more than they 
eventually got. A state might say, "We ought to have two 
millions; two millions a year is what we require to compensate 
us for all our disabilities." In the recommendations they are 
given, let us say, 51,000,000. Well, having once said that 
they must have £2,000,000 to compensate them for their dis- 
abilities they cannot go back on that, and so they come along 
each year insisting that they want $2,000,000. But the people 
concerned in the negotiations know perfectly well that they 
will not get £2,000,000; they are practically satisfied that 
they ought not to get &2,000,000; and so, although the state 
continues to press for $2,000,000, it accepts cheerfully the 
decision of the Commission which makes it 41,000,000, let us 
‘say. They are putting up all the fight they can to raise it 
on certain points, but they have to a very remarkable degree 
accepted the general reasoning of the Commission and they are 
prepared to work in with the Commission in every possible way. 

This is not always true of the governments of the states 
concerned. The experience varies somewhat, Generally, in two 


of the states, the governments stand very much behind their 
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treasuries and are on very intimate terms with the Commission. 
In one of the states the government has remained rather aloof 
and has tried not to commit itself. It has said, "This is 
business", It appoints someone to conduct the case and then 
stands aside, and when the decision is given it says, "That's 
that. It is not satisfactory, but we will accept it." But 
it refrains from attacking it in any sense. Two other govern- 
‘Ments, as a rule, have taken this attitude, "Well, it is not 
all we wanted; we think we have made a case for more; but on 
the whole we accept the decision as a reasonable adjudication 
of our claims." 

I want to stress the good personal feeling that exists 
between the people concerned in the discussion. 

COMMISSIONER DAFOE: Do they present their cases privately, 
or are they public? 

PROFESSOR GIBLIN: In the first instance the case is 
printed, covering anything from 50 to 150 foolscap pages. 

COMMISSIONER DAFOE: And do they support it by oral 
ar gumen t? 

PROFESSOR GIBLIN: Yes. What the Commission has always 
done has been to insist that everything must first be in 
writing. It gets a look at the formal case and all sorts of 
people come along to be heard. First, however, a memorandum 
must be put in. The Commission reads the memorandum and when 
the witness comes along he does not go through it. It is 
taken as read and that saves a great deal of time. 

COMMISSIONER DAFOE: Do they all appear at the same time? 

PROFESSOR GIBLIN: There is a sitting every week. 

COMMISSIONER DAFOE: Do you go to the state? 

PROFESSOR GIBLIN: Yes. You go to the state and sit for 
four, five or six days, sometimes more than that; the material 
is put in ahcad, and you take the witnesses cone by one. ‘Some- 
times a memorandum may be quite informative, not requiring dis- 


cussion and you may have ten pages of evidence; you may be 
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able to dispose of your witness in ten minutes. Another may 
be more controversial, you may want to dig out figures, and so 
you may have your witness for a couple of hours. 

MR. EGGLESTON: We used to hear in the press about the 
agitation for secession in Western Australia. Very little is 
heard nowadays about that. Has the appointment of the Grants 
Commission had anything to do with allaying that agitation? 

PROFESSOR GIBLIN: I think it is due largely to other 
causes. It was clear that they would not get anything out of 
secession if they did secede, but undoubtedly the appointment 
of the Commission and the harmonious relations that have pre- 
vailed, together with certain other influences, certain things 
the federal government has done, for example, have all had 
their effect. The personnel of the Commission - both the 
Original and the present one, - have all got on very well with 
the pcople with whom they have come in contact. Generally 
they have got their confidence and have established very good 
friendly relations, and I think that has been an element in 
making the thing comparatively successful. 

MR. EGGIESTON: Quite apart from the money grants, the 
mere fact that the Commission travels around helps. 

PROFESSOR GIBLIN: Yes, that helps a lot. They like you 
to take an interest in their troubles and to go and see them, 
and the Commission has always had fairly good general infor- 
mation. The people are pleased to know that their difficulties — 
farming or manufacturing or whatever it may be -- are under- 
stood and that you are showing an intelligent appreciation 
of their problems. 

COMMISSIONER DAFOE: What is the special equipment of the 
secretariat? 

PROFESSOR GIBLIN: It is very small; it is run cheaply. 
There is a secretary, an under-secretary and an economist, and 
there are two or three typists. That is about all. 


COMMISSIONER DAFOE: Do they work continuously? 
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PROFESSOR GIBLIN: Yes; and the Commissioners on the 
whole have done more work than one would usually expect. 
Apart from the Grants, they have done a fair amount of work 
on their own between meetings, individually and collectively. 

There is one aspect of their work to which I might re- 
fer for a moment. I am not sure whether it has been parti- 
cula@rily mentioned here. It is a small thing but it has been 
useful, and that is getting government accounts on a uniform 
basis. When the Commission started there were extreme dis- 
crepancies in the methods of treasury accounting and in the 
statistics given of government activities. For example, all 
the states, Tasmania and Western Australia particularly, had v 
very faked budgets. They managed to produce a story showing 
that their budget was balanced when the unbalancing was up to 
twenty or twenty-five per cent. All sorts of things were 
Worked in as revenue which ought not to have been so regarded, 
there was juggling with trust funds, and things of that kind. 
It put them at once in a difficult position. Here is a state 
coming along with an ostensibly clearly balanced budget; but 
as soon as the Commission examined it it found that, instead 
of being balanced, the budget was three or four hundred 
thousand pounds out. Obviously that put the state in a weak 
position. With the detection of this sort of thing there was 
an incentive to state the thing honestly. In fact, one or two 
of the states accepted the new idea with almost too much en- 
thusiasm and tried to include all sorts of extraordinary 
items in their expenditure, making a bigger deficit than 
they actually had, But it was fairly easy to check that. 

It did mean, however, that these three states almost 
immediately began to try to make an honest statement of their 
financial position. The result is you get a movement towards 
putting things down in a uniform sort of way and finally the 
Commission got out a questionnaire on public finance -- an 


elaborate thing consisting of a great many sheets. 
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The Commission went to all the states, not only to 
the claimant states, but to the others with a request to 
have these things filled in, and after some hes*.tancy all 
the states agreed to do it, They are getting much more uni- 
form in statistics on public finance than they used to be in 
the past. 

On the cther side, things were wanted which required 
statistical supervision from outside in order to bring about 
uniformity. Take the question of social expenditure by the 
states -- education, charities and all that. There are all 
sorts of difficulties as to what to put in and what not to 
put in. There is the question of net expenditure, fees and 
things of that kind. In the regular Commonwealth statistics 
there was nothing adequate at the time. We drafted exactly 
what we wanted and put it to the Commonwealth Statistician, 

He took on the job and, as a part of his ordinary procedure, 
he now publishes this information with regard to social expen- 
diture, which is given in the reports of the Commonwealth 
Grants Commission, 

Several other things of the same description he has 
undertaken. He has undertaken now a really consolidated and 
uniform kind of municipal statistical information with respect 
to finance, which had been in a very rickety condition. 

The Commission has been able to put to the Commonwealth 
Statistician the need for this particular form and the govern- 
ment has been behind it; so that the Commonwealth Statistician 
has been enabled to get such additional assistance as he re- 
quired. He has readily recognized the desirability of getting 
this extra information, and in a number of ways the Commission 
has been useful in improving the statistics of Australia, 
apart from the question of bringing about greater uniformity 
in the matter of budget procedure. That, at amy rate, has 


been quite a useful bit of work. 
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MR. SKELTON: You spoke of getting such accounts on a 
uniform basis. 

PROFESSOR GIBLIN: Yess; we have been trying to do that. 

MR. SKELTON: How large a staff do you need to tackle that 
job properly? 

PROFESSOR GIBLIN: Just our own staff. It has really been 
& matter of getting the states to do it themselves. 

MR. SKELTON: And they did it? 

PROFESSOR GIBLIN: Yes. The three states making claims 
were anxious to do everything they could to assist us. We were 
rather closely in touch with Victoria, and they were keen on 
that. We had only to put it to them to secure their co- 
operation; and when you have enlisted the help of four states 
you can easily get the other two to come into line. 

MR. SKELTON: Did you need accountants to travel round and 
advise the State Treasurers? 

PROFESSOR GIBLIN: The Commission visits three of the State 
Treasurers and has sent its Secretary on special visits to 
Sydney and Brisbane to settle outstanding points. It could 
Spend a little more time on matters of that sort, and as a 
matter of fact it should have a larger staff; but it has rather 


been trying to do the work with a minimum of expenditure. 
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